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Use of Military Land for Agriculture During 
World War IIt 


By ALVIN T. M. LEE* 


| os ieee of land for military 
and war production purposes during 
World War II reached a total ot 6,746,- 
000 acres purchased from private owners, 
10,285,000 acres leased from individuals, 
states, and local governments, and 33,- 
080,000 acres of existing federally-owned 
land used under temporary arrange- 
ments. In addition, there were secret 
sites having land of these various classes 
of ownership that were not reported in 
official statistics. Needless to say, the 
use of approximately 50,000,000 acres 
by the War and Navy Departments 
during World War II, in addition to the 
2% million acres these Departments had 
before the war, could have encroached 
considerably on the Nation’s agricultural 
resources which were so vital to the war 
effort. ‘That this did not occur is due in 
large part to the efforts of all concerned 
to continue agricultural uses on this land 
where doing so did not interfere with 
primary war use. 


t For a full report on all phases of the military land 
program, see: Alvin T. M. Lee, Acqutsttion and Use of Land 


The land obtained by the War and - 
Navy Departments through lease or that 
obtained through temporary use arrange- 
ments with other federal agencies was 
about evenly divided between forest, graz- _ 
ing, and desert land. There may have 
been grazing on some of the desert land 
but it was of low value. The cropland 
acquired was almost exclusively on the 
land bought from private owners. The 
major uses existing on the land bought 
by these Departments during World War 
II are given in Table I. 

This article deals almost exclusively 
with agricultural use of War Department 
land. This Department had a national 
program tor administering the leasing of 
land to farmers and after 1942 had a 
policy of doing so wherever feasible so as 
to contribute to wartime production of 
food, maintain the land in better condi- 
tion while in government ownership, and 
Sor Military and War Production Purposes, World War II, Bureau 


of Agricultural Economics, U. S. Department of Agriculture, , 
1947, (In press.) . , 


* Bureau of Agricultural Economics. 
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lower the otherwise necessary costs for 
maintenance, such as fire contro] and 
the cutting of weeds. 

The Navy Department did not have a 
national policy for leasing of land to 
farmers. Its acquisitions were not so 
large. It bought 1,017,080 acres as 
compared with the 5,728,076 acres 
bought by the War Department. Its 
use of existing federally-owned land and 
leased land also was _ proportionally 
smaller. As arule, most of its large sites 
were adjacent to the coasts for use as 
training areas for the Marines and thus 
had large areas of swamp and forest 
lands. The large inland sites were 
smaller in number; they were used pri- 
marily for ordnance storage and proving 
grounds. Many of the Naval airfields 
were located inland and on good agri- 
cultural land. But their war use was 
not compatible with extensive concurrent 
agricultural use. The limited agricul- 
TABLE I—Mayjor Use or Lanp BEForE PuRCHASE BY 


THE War AND Navy DEPARTMENTS, WoRLD War II Pur- 
CHASES! 








War Navy U.S. 
Dept. Dept.? | Total 


Acres Acres Acres 





272 ,510)1 ,706 ,739 
413 ,079|2 ,474 ,784 
269 ,085)2 ,157 ,113 


1,434,229 
2,061 ,705 
1,888 ,028 


Cropland 

Pasture and Range 
Woodla.ad and Forest 
Swamp, Waste, Urban, 


and Miscellaneous .....| 218,496} 62,406, 280,902 





35,602 ,458/1 ,017 ,080/6 ,619 ,538 




















Percentage of Total 





Percent | Percent | Percent 
Cropland 25.6 26.8 25.8 
Pasture and Range 36.8 40.6 37.4 
Woodland and Forest... .. 33.7 26.5 32.6 
Swamp, Waste, Urban, 
and Miscellaneous 3.9 6.1 4.2 





100.0 100.0 100.0 














1Classifications made, in fall of 1948, cooperatively by War, 
Mevye and Agriculture Departments, and state agricultural 


colleges. 
2Sites the Navy believed would become permanent installa- 
tions were not classified. These totals derived by no pe 
ing total acreage bought by the percentage arrived at in 
distribution of classified acreage; done separately for differ- 
ent parts of the ~~ to obtain maximum or. 
3 As of Jan. 1, 1945. oes not include easements and other 


lesser interests. 


tural uses of Navy Department land were 
usually considered as local matters and 
were carried out under the jurisdiction of 
the commanding officer at the site. 

The War Department’s program of 
leasing land to farmers is an illustration 
of how federal land can be made avail- 
able for use by local farmers and still 
serve its primary purposes, such as mili- 
tary training, ordnance production, and 
storage. The spacing of buildings in the 
ordnance production and storage sites 
makes it necessary to have large areas of 
open land. In other types of projects, 
such as bombing ranges in grazing areas, 
the intermittent use of the various parts 
of the project made it possible tor cattle- 
men to graze the areas for long enough 
periods to harvest all the available forage. 

Not all of the agricultural use of War 
Department lands was on a formalized 
basis. In some of the early acquisitions, 
especially on the range, livestock con- 
tinued to graze the areas even though all 
previous operators had been bought out. 
Since the areas were not fenced, other 
nearby cattlemen would allow _ their 
cattle to graze into the military site. 
They were thus trespassing on govern- 
ment land and were doing so at their 
own risk. 

On some areas, such as the 480,000- 
acre Aerial Gunnery Range near Casper, 
Wyoming, concurrent use agreements 
were entered into. The government 
paid the 28 ranchers a nominal sum for 
the right to carry on aerial gunnery 
practice in the area. The ranchers con- 
tinued to operate as previously. They 
did so at their own risk and relinquished 
the right to make claims for loss ot life or 
livestock. However, damage to ranch im- 
provements was compensated for by the 
government. As uninhabited areas are 
so extensive on the range and the grazing 
herds of cattle so far apart, it was possible 
for the training units to locate their daily 
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operations over areas where livestock 
was not present at that particular time. 

Much of the existing federally-owned 
land and the land leased from private 
individuals, states, and local governments 
was used concurrently by the War De- 
partment and by ranchers. Ranchers 
preferred to take the necessary risk, 
which seemed small, rather than to forego 
favorable income opportunities when 
cattle prices were high. 

In some sites, such as the Alamogordo 
Bombing Range in New Mexico, no 
grazing was permitted. Lease and Sus- 
pension Agreements were developed un- 
der wartime legislation which permitted a 
government agency to make yearly pay- 
ments to ranchers for the estimated 
annual value of the land which they had 
been using and which was required for 
war purposes.'_ Under this arrangement 
the rancher leased to the government his 
private holdings and suspended his rights 
to the public land he was using. Under 
this arrangement the former operators 
will automatically have an opportunity 
to return to their former sites of operation 
when the land is no longer needed for 
military training. 

There are no statistics on the acreage 
of military land used by farmers and 
ranchers under trespass. Neither are 
there data on the acreage under con- 
current use arrangement. The data 
available are for the lands which the War 
Department leased to farmers and oc- 
curred primarily on the land bought trom 
private owners. This leasing was a trans- 
action entirely separate from acquisition 
of the land. The War Department had 
acquired exclusive use of this land and 
later found that it would be possible to 
allow farmers to use it. The develop- 
ment of this leasing program is an indi- 
cation of the time and extent to which 
military authorities recognized the feasi- 


1 56 Stat. 654, July 9, 1942, 43 U. S.C. 315 q. 


bility and desirability of using military 
land for agricultural use. 


Extent of Leasing for Agricultural Use 


Formal leasing of War Department 
land was more important in the projects 
which were located on productive agri- 
cultural land. It was in such areas that 
the program received its greatest impetus. 
Farmers in the vicinity of ordnance 
plants and other projects with vacant 
crop and pasture land saw a chance to 
increase agricultural production for the 
Nation and to increase income for them- 
selves if they could lease some of the idle 
land. Notably, in the small-grain sec- 
tions of the Midwest the vacant land in 
military sites caused an increase in weed 
infestation. In the East, too, at sites 
with neglected orchards there was com- 
plaint that these served as_ breeding 
grounds for insects that would spread to 
nearby orchards. Farmers demanded 
that something be done about these 
problems; leasing the land to farmers 
was a happy solution. Some command- 
ing officers saw the leasing program as a 
means of reducing maintenance costs. 

Use of War Department land for agri- 
cultural production was initiated on a 
small scale in 1943. In 1944, 377,579 
acres were leased out to farmers and in 
1946 reached a total of over 1 million 
acres (Table II). 

TABLE II—Acreace Leased AND RENTALS OBTAINED ON 


War DEPARTMENT LAND OUTLEASED FOR AGRICULTURAL 
Propuction, 1944-46! 








Item Unit 1944 1945 1946 





Number 149 201 251 
Number 992 1,038 1,250 
Acres 377 ,579 |895 ,504 |1,145 ,993 
Dollars {717,944 [894,988 |1 ,240 ,268 


Projects 

Lessees ........ 
Acres outleased 
Rents obtained 














1Data summarized from individual leases in War Depart- 
ment files. 


The annual increase in the acreage 
outleased to farmers was due in large 
part to the favorable results of the pro- 
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gram. The expansion was due partly 
to the leasing of additional land at the 
projects where the program was under 
way and partly to the inclusion of addi- 
tional projects. For example, wide 
bands of land next to the inner fence at 
Nebraska Ordnance Plant near Wahoo, 
Nebraska, and the Gopher Ordnance 
Plant south of St. Paul, Minnesota, which 
had been maintained by the contractors 
in 1943, were leased to tarmers in 1944 
and the later years. In some areas, as 
at the Scioto Ordnance Plant in Ohio 
and the Elwood-Kankakee Ordnance 
Works in Illinois, tarmers were allowed 
to come within the inner fence to operate 
open spaces between buildings. 

Land in the safety strips around ord- 
nance works was the chiet source of 
acreage for agricultural leasing. At most 
other sites—as at camps, airfields, and 
proving grounds—only minor acreages 
in scattered locations or corners of the 
projects could be leased. Of the approxi- 
mately 378,000 acres leased to farmers 
in 1944, about two-thirds were in ord- 
nance sites. More than 20 percent of 
the land in ordnance sites was leased 
for agricultural production in 1944, 
attesting to the extensive open safety 
areas around these installations. The 
final determination as to whether land 
should be leased was the authority of 
the commanding officer at each proj- 
ect. The safety precautions necessary 
varied somewhat, depending upon the 
type of activity at the project, the ease 
with which farming operations could be 
kept under surveillance of guards, and 
the attitude of the commanding officer. 

The War Department’s agricultural 
leasing program was carried out in 36 
states in 1944, in 40 states in 1945, and 
in 42 states in 1946. In some of the 
states only small acreages were leased for 
farming. Cessation of leasing after 1943 
on several projects was due to their 
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surplus status; later they were transferred 
to other public uses or returned to private 
ownership. 

About 17 percent of the acreage leased 
to farmers and 67 percent of the rentals, 
in 1946, were in the North Central 
States of Illinois, Indiana, Iowa, Kansas, 
Kentucky, Minnesota, Missouri, Ne- 
braska, Ohio, and Wisconsin. _ Illinois 
ranked first in rentals paid—$338,088 
for 50,810 acres. 

California, with 222,349 acres and a 
rental of $130,648, and Oregon, with 
95,297 acres and a rental of $29,554, 
were two states in the West that had 
large areas of military land leased ior 
agricultural use. Most ot the acreage 
in Calitornia was accounted for by two 
projects—Hunter-Liggett Military Reser- 
vation, with 118,326 acres and a rental ot 
$74,598, and Camp Beale, with 74,085 
acres and a rental of $39,437. The 
leased land in these two projects was 
used for grazing. Most of the other sites 
in California involved relatively small 
acreages of crop or fruit land which 
commanded high acreage 1entals. Camp 
Adair in Oregon accounted for 50,030 
acres and $15,820 rental. 

Most of the land leased by producers 
in the Intermountain States and _ the 
semiarid parts of the Great Plains States 
was used for grazing. With the excep- 
tion of South Dakota, where the Rapid 
City Aerial Gunnery Range accounted 
for 342,680 acres leased for grazing, the 
acreage outleased in this region by the 
War Department was not large because 
most of the land taken over for military 
use had prior agricultural use arrange- 
ments which as a rule continued in force. 
Where grazing was permitted by the War 
Department, the permits which the 
ranchers had with the Grazing Service or 
the Forest Service remained in force. 

Only a small part of the land bought in 
the South was outleased for agricultural 
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use. This was due in part to the low 
quality of much of the land, lack of de- 
mand by farmers, and the predominance 
of types of projects on which it was not 
feasible to outlease any of the land. 

The land-acquisition program was 
limited in the Northeastern States, both 
as to purchased land and land trans- 
ferred from other federal agencies. The 
volume of outleased acreage also was 
small but a laige proportion of the land in 
such projects as Lake Ontario Ordnance 
Works near Niagara Falls, New York, 
and Keystone Ordnance Works in wes- 
tern Pennsylvania, was made available 
for agricultural use. 


Development of the Leasing Program 


Leasing of land to farmers on an ex- 
tensive scale was a new responsibility for 
the Wai Department. The limited land 
became available so late in 1943 that 
there was litile time for program develop- 
ment. ‘There was no time for rational 
planning of crop rotations, determining 
of rental rates, platting of lease tracts, 
and preparing the most satisfactory lease 
torm. Lease tracts as a rule were laid 
out in accordance with former property 
boundaries. A lease form already in use 
for leasing nonagricultural land was 
adapted to the new purpose with no pro- 
vision as to methods of managing the 
land except that “the lessee shall use said 
property for agricultural or grazing pur- 
poses and shall plant, cultivate, and 
harvest such crops on said property as are 
in accordance with approved practices ot 
good husbandry.” 

Although most of the original leases 
were to terminate at the end of one year, 
the Secretary ot War, in the act of July 
28, 1892 (27 Stat. 321), had the authority 
to make leases which would run up to 5 
years. One-year leases gave War De- 
partment personnel time to observe the 
operation of the program and a chance to 


make modifications for later years. At 
several sites, however, the original leases 
were made for a 5-year term, thus leaving 
no opportunity for modifying the lease 
in instances where improper land man- 
agement was observed. 

The basic provisions of the lease used 
in outleasing agricultural land called for 
cash rental, revocation at will by the 
Secretary of War on 30-days’ notice if 
needed for war purposes, compensation 
to lessee in the event of revocation, and 
the right of the commanding officer or 
other competent military officer to enter 
leased premises at any time. 

One of the weaknesses in the program 
when it was first initiated was the lack of 
a plan for crop rotations. Provision for 
crop rotation was later found necessary in 
some areas to prevent the continuance of 
a one-crop system of land use and a re- 
sultant exploitation of government land. 
In some places, where no specific restric- 
tions were included in the lease, the 
lessees plowed up long-established sod on 
land that was too steep for cultivation 
and it was found that waterways, es- 
tablished in former years and paid for 
through the conservation program of the 
Agricultural Adjustment Agency, were 
being plowed up. 

At some projects, as the Nebraska Ord- 
nance, a crop rotation was not provided 
for but erosion hazards were prevented 
by including a statement in the lease as 
to which hay and grass land should not 
be plowed. 

The crop-rotation problem was han- 
dled differently in the different division 
offices. The Chicago office believed it 
impracticable to make a good crop- 
rotation plan the first lease year. In 
most instances the land had been idle 
for 2, 3, or even 4 years and was heavily 
infested with weeds. Besides, it was be- 
lieved that planning a specific rotation to 
be incorporated in the lease without con- 
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sulting the tenant would be unsatisfac- 
tory. This difficulty did not hold true 
the second year, as leases were renewed 
with the same lessee through negotiation. 
First offering of land for lease, however, 
was by sealed bid, and the land went to 
the highest bidder. It was believed 
most feasible to advertise fo. bids for a 
1-year lease with no restrictions. Before 
the end of the first year the government 
representative would find out whether 
the lessee wished to lease the land again; 
if he did and if his operations so far had 
been satisfactory the rental term and the 
crop rotation for the succeeding term 
would be negotiated. 

In the office at Columbus, Ohio, early 
conside1ation was given to the need for 
safeguarding and maintaining the pro- 
ductivity of the soil. A crop-rotation 
plan was worked out trom the first lease 
year. It was found that this did not 
deter farmers from bidding for the tracts 
except where the land was of doubtful 
productivity. Immediate inclusion of a 
crop-rotation plan was facilitated by the 
fact that the formal sealed-bid system of 
letting leases was not used or was modi- 
fied scmewhat. Bids were made person- 
ally. Because of the personal contacts it 
was possible to negotiate a land-manage- 
ment plan at once and local farmers 
obtained a laiger portion of the leases 
than was usual elsewhere. Average farm- 
ers, among them many foimer owners, 
hesitated to submit sealed bids and they 
often felt they were entitled to bargain 
rates anyway. ‘Thus, they often lost out 
to those more familiar with formal busi- 
ness ways. 

Subdivision of lease tracts was another 
important phase of the leasing program. 
In most projects the tracts to be out- 
leased were of a type of land and a size 
that would permit local farmers to inte- 
grate their use with the home farm. 
Only occasionally did the former build- 
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ings remain, thus permitting former 
farms to be leased as complete units. 
Some of the few exceptions were found 
at Sangamon Ordnance Works near 
Springfield, Illinois, and the Wabash 
River Ordnance Works near Terre 
Haute, Indiana. Most of the leased 
land at ordnance sites was cropland, 
rented to nearby farmers in 40-, 80-, or 
100-acre fields that could be worked with 
their own farm equipment and labor. 
Small acreages of pasture land on such 
tracts were generally left unused unless 
they were suitable for hay. In parts of 
several of the sites where the land was un- 
suited to tillage it was advertised for pas- 
ture land. Usually a larger livestock pro- 
ducer o1 feeder leased it or enterprising 
individuals would lease considerable pas- 
ture acreage and take in neighboring 
livestock on a unit rental basis. This 
was done at the Gopher Ordnance Works 
in Minnesota. 

It was not feasible to subdivide the 
lease tracts into what would make com- 
plete economic farm units. Local farm- 
ers primarily wanted to get additional 
cropland that could be worked without 
upsetting the plans for the home place. 
The land to be leased at the Wolf Creek- 
Milan Ordnance Works in Tennessee 
was laid out on the basis of adequate- 
sized farm units with a combination of 
pasture and cropland but only a few bids 
came from local farmers because the 
tracts were larger than they could feasi- 
bly combine with their other work. 
These local farmers had neither the labor 
nor the equipment to work so much addi- 
tional land. As a result, a single large 
operator obtained most of the tracts. 

Some one individual was frequently 
the successful bidder on many of the 
tracts leased at the different sites even 
though the land were subdivided to 
give a chance to nearby farmers. Local 
farmers may have been mostly to blame 
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for this, as they were often 1eluctant to 
bid a reasonable price. A _ desirable 
policy might have been to limit the 
number of tracts that any one individual 
could lease, however, with the right to 
reject unreasonably low bids and to make 
other adjustments where necessary. 
Large operators usually entered these 
operations on a speculative and tempo- 
rary basis and would go all-out for a one- 
crop system of farming. Partnerships 
were sometimes formed in which one 
partner would furnish the equipment and 
pay the rent and the younger partner 
would assume responsibility for the work. 

Rental was for cash only. Other types 
of arrangement might have required the 
War Department to have a large manage- 
ment staff to supervise land operation and 
to divide and dispose of crops. If the 
lessee was required to follow certain 
practices, as seeding grasses or applying 
lime, the cash rental] reflected these costs. 
Compensating the lessee for this after 
performance was not authorized. Such 
an arrangement might have been desir- 
able, however, and might have insured 
better land management, although cost of 
administration would have been greater. 

Rental rates were low compared with 
prevailing rents in the community for 
the sites where the land was of only fair 
productivity and where individuals in the 
community were not aggressively seeking 
more land. Competitive bidding was 
strong and the rental 1ates were as high 
or higher than prevailing rates in the 
good land areas where the acreages to be 
leased were highly productive and farm- 
ing was carried out by modern mechani- 
cal means. 

Lack of fences was a deterrent in leas- 
ing pasture lands or in obtaining normal 
rental rates for such land. The War 
Department did not authorize construc- 
tion of fences; the lessee was required to 
make whatever outlay was necessary. 


As the lease might be revoked for military 
reasons, the bids on pasture land reflected 
the amortization of the cost of building 
fences over a period of 1 year rather than 
over the normal lifetime of the fence. 

Management Arrangements with Other Agencies 


The War Department in some cases 
has given responsibility of land manage- 
ment to the federal agency which had a 
land management program on similar 
land nearby. Under such arrangements 
the War Department reserves the right 
to take over use of the area at any time it 
may become necessary. Supervision 
over use of the land, collection of rents, 
preparation of leases or permits and 
similar matters are the responsibility of 
the agency to which the War Department 
gives the job of land management. 

Such arrangements, so tar, have been 
worked out primarily for projects located 
in grazing areas. Examples are the 
Rapid City Aerial Gunnery Range in 
South Dakota, Lovell National Guard 
Target Range in Wyoming, and the 
Tooele Ordnance Depot in Utah. 

The Rapid City Aerial Gunnery Range 
is a 342,680-acre site within the exterior 
boundaries of the Pine Ridge Indian 
Reservation. Before the war the owner- 
ship of the area that was later taken over 
by the War Department was distributed 
as follows: Indian tribal lands, 93,430 
acres; deeded land owned by non-Indian 
individuals, 48,870 acres; Indian allotted 


lands, 193,600 acres; and _ federally- 
owned National Park Service lands, 
6,780 acres. The War Department, in 


1942, purchased in fee the deeded and 
allotted land, leased the tribal land, and 
obtained temporary use of the National 
Park Service land already federally- 
owned. Before acquisition, 125 Indian 
families and about 40 other families lived 
in the area. 

Arrangements were made, in 1945, 
through which the Pine Ridge Indian 
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Agency was temporarily delegated the 
authority to administer the land in this 
aerial gunnery range for the benefit of the 
Indians. 

Similar arrangements were made that 
year whereby the use of grazing land in 
the Lovell National Guard Target Range 
Military Reservation was placed under 
the direction of the Grazing Service (now 
Bureau of Land Management) of the 
Department of the Interior. Use of this 
land was to be in accordance with the 
provision of the Taylor Grazing Act.? 

Legislative authority gives the Presi- 
dent power to raise to national forest 
status any of the land within military 
projects that the Secretary of Agriculture 
and the Secretary of the Department ad- 
ministering the area agree are suitable 
for the production of timber. Such land 
would then be administered by the 
Secretary of Agriculture for national 
forest purposes in accordance with such 
general plans as might be jointly ap- 
proved by the Secretary of Agriculture 
and the Secretary formerly administer- 
ing the area. Such procedure gives dual 
status to the land, since under this law 
the military land so affected remains 
subject to the unhampered use of the War 
or Navy Department for purposes of 
national defense.’ 

Transferring responsibility of land 
management to agencies that have staffs 
for this specific purpose is a desirable 
arrangement. It avoids duplication in 
governmental functions, and it places 
responsibilities of land management with 
those best qualified by training and ex- 
perience to do this particular type of 
work. Moreover, the longer tenure of 
office at a given location of the personnel 
of civil agencies leads to more continuity 
of interest in land management problems. 
Through cooperative land management 


2 48 Stat. 1269, June 28, 1934, as amended by 49 Stat. 
1976, June 26, 1936, re U. S. C. 315. 
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arrangements and direct “‘outleasing” by 
the War and Navy Departments it will be 
possible to retain more sites as standby, 
while at the same time the land will be 
used for peacetime purposes. 

Illustrative Projects 


A description of the agricultural leas- 
ing at selected sites will give the reader a 
better comprehension of the program. 

Wabash River Ordnance Works. ‘This 
project, located in Vermillion County, 
Indiana, included 21,960 acres acquired 
by the War Department in the fall of 
1941. A change in plans made it un- 
necessary to extend the construction area 
as far westward as was originally in- 
tended, so about 5,440 acres on the 
western side of the project were beyond 
the normal safety area. All of this part 
ani some of the northern and southern 
fringes of the area constituted the 9,610 
acres leased out in 1943 at a rental of 
$80,646. In 1944 the acreage leased for 
agriculture was increased to 14,506 acres 
at a rental of $82,409. In 1945 the area 
was again increased to 16,009 acres and 
the rentals reached $97,589. The 1944 
addition was made possible by letting the 
farmers operate up to 300 feet from the 
chain-link fence, whereas in 1943 they 
were allowed to come only within one-half 
mile of the fence. In addition, the river- 
bottom area was leased in 1944. In 1945, 
the addition came through allowing 
operation on the acreage adjacent to the 
pump area, the properties bordering on 
the pipeline, and two other tracts ad- 
jacent to the administration buildings 
and the fence. 

Reduction in rental rates in 1944 by 
about 30 percent from 1943 1ates was 
due to the inclusion of a more nearly 
balanced crop rotation in 1944. In the 
earlier year, about 90 percent of the crop- 
land was in corn. The productivity of 
the land, together with prospective high 

243 Stat. 653, June 7, 1924, 16 U. S. C. 471, 505. 
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prices for corn, warranted high rentals 
when the operators were to be allowed to 
devote the entire acreage to corn. In 
1943 the cropland in the good land area 
in the western part of the project brought 
a uniform rent of $15 an acre. The 
cropland in the southern part brought 
$8 to $15 an acre and that in the rougher 
part on the north and southeast, fiom $4 
to $8 an acre.‘ 

Lessees at the site proved to be co- 
operative in adopting crop rotations and 
in the seeding of legumes and grasses. 
No such seeding was done in 1943 under 
a nonrestiicted lease; but in 1944, 2,178 
acres and in 1945, 2,887 acres of legumes 
and grasses were seeded. The fine stands 
of these seedings found during a personal 
inspection of the fields, in the spring of 
1945, attested to the good work being 
done. The increased emphasis placed 
on rotations is shown by the decrease in 
the acreage of corn and the increase in 
hay and small grains (Table III). 

TABLE III—Mayjor Uses or Lanp Legasep For AGRI- 


CULTURAL Use, WasasH RIvER ORDNANCE Works, VER- 
MILLION County, INDIANA, 1944 anv 1945 








Land Use 1944 1945 





Acres Acres 
4,495 3,929 
2,906 3,294 
83 2,258 
2,186 2 ,887 
3,138 4,517 
2,178 2 ,887 


Moers catered eauhde ait we ec 


Small Grains.................-5. 
Pasture, Woods, Waste, etc 
Legume Seeding................. 











The importance of the leasing program 
at the Wabash River Ordnance site is 
shown by the following estimate of pro- 
duction for 1944: corn, 269,700 bushels; 
soybeans, 58,120 bushels; oats and wheat, 
44,850 bushels; hay, 83 tons; and the 
grazing of 400 animal-units for 6 
months. ® 


‘Alvin T. M. Lee, Agricultural Leasing Program at Wa- 
bash River Ordnance Works, Vermillion County, Indtana. Bur. 
Agr. Econ., July 1943. (Ditto) 

‘ Individual farm production estimates made by lessees 
and project manager. 


Sangamon Ordnance Works. The Sanga- 
mon Ordnance Works near Springfield, 
Illinois, warrants mention because of the 
great demand for cropland like that 
found in this fertile area of the Corn Belt. 
This site included 19,094 acres. All 
except the southeastern corner of the site 
is level and highly productive cropland. 

Corn and soybeans are the principal 
cash crops grown in the vicinity of the 
project. Livestock is only a minor enter- 
prise except on the farms that make a 
specialty of winter feeding. Some of the 
farmers specialize in growing hybrid 
seed corn, as did one of the lessees. 

The area leased in this site was 4,025 
acres in 1943, 6,345 acres in 1944, and 
7,585 acres in 1945. The rertal ob- 
tained was $43,596, $104,643, and $112,- 
839, respectively, representing per acre 
rates of $10.83, $16.49, and $14.88. 
There were 27 lessees with 33 leases. 
About half of the leases in force in June 
1945 were for 1 year and the other half 
for 3 years. Almost half of the acreage 
outleased in this site was obtained by two 
lessees even though no lease tracts as 
platted were in excess of 200 acres. 
Limiting the number of lease tracts any 
one individual could obtain would have 
prevented concentration of such large 
acreages in the hands of single individuals 
or single partnerships (Table IV). 


TABLE IV—Lanp LEASED FOR AGRICULTURAL USE, 
SANGAMON ORDNANCE WorkKS, SANGAMON County, ILLINOIS, 
1945 








Size of Rental 


Lease Unit 





Lessees | Acreage| Total |Per Acre 





Dollars 
14.01 
15.59 
16.80 
16.03 

0.00 
13.49 


Acres Dellars 
4,750 


Number 
5 339 

12 1,735 | 27,043 
1,766 | 29,675 
336 | 5,386 

0 
3,409 


0 
45,985 





Total or Average . . 7,585 {112,839 | 14.88 
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Tooele Ordnance Depot. The Tooele 
Ordnance depot, near Salt Lake City, 
Utah, is in the arid grazing area. The 
project involves 24,905 acres. The War 
Department made arrangements by 
which a cooperative agreement was 
entered into by the Departments of War 
and the Interior with the Grantsville Con- 
servation District. ‘The conservation dis- 
trict was to plan the kind of program to 
be administered. The Department of 
the Interior was a party to the agreement 
because of the public domain land the 
War Department had under temporary 
use. 

The Grantsville Conservation District 
subdivided 12,000 acres on the outer 
edges of the project into five grazing units. 
Permits were issued for grazing 13,000 
sheep during the period November 15 to 
April 15 at a fee of 12 cents per sheep per 
month. Using a permit rather than a 
lease gave the permittees only the right 
to graze a specified number of sheep for a 
definite period. Allocation of specific 
numbers of sheep to definite areas made 
it possible to prevent overgrazing and 
misuse of the land. 

Camp White Military Reservation, Oregon. 
Camp White, near Medford, Oregon, 
consisted of about 50,000 acres; 7,500 
acres were public domain and the re- 
mainder was bought by the War Depart- 
ment. Late in 1943, 43,987 acres were 
made available for lease to stockmen. 
Two livestock associations were formed, 
one to use the Beagle area to the north 
and the other to use the Antelope area to 
the south. 

The two groups were voluntary associa- 
tions of all persons who had prior rights to 
graze. It included the landowners or land 
lessees who were engaged in bona fide live- 
stock business and actually used some 
of the land before acquisition by the Waa 
Department. Pro rata preference was 
based on the number of livestock formerly 
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run on the land. The lease stated that, 
in the determination of any question of 
priority or preference not covered in the 
lease, the law and custom pertaining to 
grazing permits granted by the Forest 
Service would be followed as closely as 
possible. ‘The maximum number of live- 
stock to be grazed at any one time was 
specified at 1,500 cattle and 300 sheep 
for the 22,489 acres in the Antelope area, 
and 2,000 cattle and 600 sheep for the 
21,498 acres in the Beagle area. It is the 
responsibility of the association to pre- 
vent unauthorized grazing. 

Both associations had a 1-year lease in 
1944 and one had a 1-year lease in 1945. 
The present lease of the Antelope Creek 
Livestock Association runs from January 
1, 1945 to December 31, 1950, at an 
annual rental of $2,700. The present 
lease of the other association is for the 
period January 1, 1946 to December 31, 
1948, at an annual rental of $3,200. 


Multiple Use of Publicly-Owned Land 


Use of existing federally-owned land 
for military purposes in such a way as to 
cause a minimum of disturbance to es- 
tablished uses was a major accomplish- 
ment during World War II. Coopera- 
tive arrangements between the federal 
agencies concerned held to a minimum 
the purchase of privately-owned land. 
Disturbance of agricultural production 
was minimized by permitting agricul- 
tural use on much of the land. This 
kind of cooperation exists in normal 
times but could be more extensive so that 
certain lands suited to forestry, grazing, 
and other activities could be used for 
them and yet be available as standby and 
for military training. 

Outleasing of open land in safety strips 
and other areas that are adapted to crop 
production, without interfering with its 
primary wartime use, did much to in- 
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crease agricultural production during the 
war. It would be desirable to initiate 
outleasing on all sites that are to be held 
as standby or kept for peacetime use. If 
leased to nearby farmers, it would give 
them added economic opportunities and, 
if proper safeguards were provided in the 
lease, would facilitate keeping the land in 
good productive condition. In addition, 
costs to the government for maintenance 
and fire protection would be reduced. 
If extensive standby military sites are 
made available for outleasing to farmers 
on a permanent basis, consideration 
might be given to strengthening this 
phase of land management during peace- 
time. Measures to be considered might 


include (1) providing for crop rotation 
and good land-management practices in 
the lease in a way similar to that now 
being done by some of the War Depart- 
ment’s division offices, (2) leasing at 
prices that are approximately the same 
as those prevailing in the community for 
similar types of land, and (3) subdividing 
the land into tracts of such size as to ac- 
commodate a large number of local 
farmers, and adopting leasing procedures 
that will prevent any one individual trom 
leasing unusually large acreages. This 
restriction as to number of acres is par- 
ticularly important where rental rates on 
public land are lower than prevailing 
rentals on private land. 





Ancient Water Codes 


Hammurabi, sixth king of the First Dynasty of Babylon, reigned for 55 years about 2250 
B.C. His elaborate code of laws dealing with many angles of human relations included some 
water laws which are significant in our present plans for the use and control of rivers. 


Hammurabi gave men and beasts first rights to water. 
Irrigation was third; navigation, fourth. Hammurabi also decreed penalties for 


second. 


Water for household use was 


wasting water to the damage of a neighbor’s crops or property. Paragraphs 53-56 from The 


Code of Hammurabi read as follows: 


“If a man neglect to strengthen his dyke and do not strengthen it, and a break be made 
in his dyke and the water carry away the farm land, the man in whose dyke the break has been 
made shall restore the grain which he has damaged. 

“If he be not able to restore the grain, they shall sell him and his goods, and the farmers 
whose grain the water has carried away shall share (the results of the sale). 

“If a man open his canal for irrigation and neglect it and the water carry away an adja- 
cent field, he shall measure out grain on the basis of the adjacent fields.” 


(Reprinted from Reclamation Era, September 1947 issue, and published with permission. 
Cone, Columbia Basin Commission.) i 


Written by Charles E° 





Homestead Tax Exemption: A Tenure Improvement 
Measure? 


By RALEIGH BARLOWE* 


URING the last fifteen years thir- 

teen states have enacted laws pro- 
viding preferential tax treatment for 
homesteads. In general, tax experts and 
students of fiscal policy tend to frown 
upon the homestead tax exemption pro- 
visions incorporated in these laws. Part 
of this opposition stems from the dislike 
that many tax authorities have for using 
the general property tax as a social con- 
trol measure as well as a revenue collec- 
tion device. More basic, however, is the 
charge that the use of an exemption 
policy undermines both the “ability to 
pay” and the “benefits received” criteria 
upon which the property tax depends 
for much of its justification. Beyond 
this point, it also is pointed out that tax 
exemptions can lead to increased public 
borrowing, elimination of public services, 
and the institution of replacement taxes 
of a regressive nature.! Most tax econo- 
mists recognize inequities in the general 
property tax system but prefer a frontal 
attack on these evils (improvements in 
administration and assessment procedure 
and limitations on reliance placed on 
property tax) to the approach suggested 
by exemption legislation. 

Despite this critical view, however, the 
use of homestead tax exemptions has 
at various times been suggested as a farm 
tenure improvement measure.’ Disre- 
garding the fiscal and social policy aspects 
of the tax exemption idea, one might ask: 
what effect can the use of these exemp- 


* Agricultural Economist, Bureau of Agric. Econ., U. S. 
Dept. of Agric. 

1Cf., Nat’l Tax Assoc., Proceedings of the Thirtieth Nat’l 
Conference, 1937, pp. 100-133; Proceedings of the Thirty-first 
Nat’! Conference, 1938, pp. 788-805; also, Vernon L. Israelson, 
Economic and Social Aspects of Homestead Tax Exemption, un- 
published University of Wisconsin doctorate, 1942, Chapters 
II and IV. 


tions have in bettering tenure conditions? 
More specifically, what influence might 
they have upon the various tenure groups 
—on owners and prospective owners, and 
on landlords and tenants? The consider- 


ation of these questions constitutes the 
primary purpose of this paper. 


Background 


Between 1932 and 1939 homestead tax 
exemption proposals were introduced in 
the legislatures of 33 states. Tax exemp- 
tion laws were enacted in 11 states—Ala- 
bama, Arkansas, Florida, Georgia, Loui- 
siana, Minnesota, Mississippi, Oklahoma, 
South Dakota, Texas and Wyoming— 
while other types of preferential tax treat- 
ment for homesteads were provided for 
in Iowa, Minnesota, and West Virginia. 
(In addition to these laws, constitutional 
amendments authorizing exemptions 
were ratified in North Carolina and Utah 
but were not followed up by statutory 
enactments. ) 

As the dates listed above suggest, the 
late depression, with its attendant prob- 
lems of business stagnation, low incomes, 
and acute tax delinquencies, was largely 
responsible for this surge of interest in 
homestead tax exemptions. The idea 
itself is not entirely a product of depres- 
sion conditions. It finds precedent in 
the earlier experiences of a number of 
states with tax exemption laws favoring 
special groups such as veterans and new 
de iene cf., President’s Committee, Report on 
Farm Tenancy, p. 18 (February 1937); the recommendations 
of the Arkansas, Connecticut, Idaho, Maine, Nevada, New 
Hampshire, New York, Rhode Island, and Texas Agri- 
cultural Postwar Planning Reports, (February 1944); and 
Committee on Town and Country, Home Missions Council 
of North America and Federal Council of Churches of Christ 


in America, Post-War Farms, p. 21 (mimeographed) No- 
vember 1944. 
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HOMESTEAD TAX EXEMPTION 


industries and also in the homestead tax 
exemption laws passed but later repealed 
in North and South Dakota and in 
Wisconsin between 1917 and 1925. 

' Actually, the homestead tax exemption 
idea is kindred to and might be con- 
sidered an outgrowth of two other home- 
stead movements, both of which have 
been dear to the general public during 
the course of the last century. The first 
of these is the homestead settlement 
movement which operated through the 
Homestead Act of 1862 and through 
numerous other state and federal home- 
stead laws granting free title to limited 
portions of the public domain to heads of 
families who were willing and able to 
settle and cultivate these lands. The 
second is the homestead exemption move- 
ment which has brought laws in 43 states 
designed to protect owners of homesteads 
(defined as all the way from 40 to 320 
acres, usually 160, with values varying 


from $500 to $8,000) against loss of title 
through seizure for certain kinds of debt 
in cases of insolvency. This movement 
also. has favored the use of homestead 
rights as a supplement to and in some 
cases as a substitute for dower and 


curtesy rights in the devolution of 
property. 

Like both of these earlier movements 
homestead tax exemptions aim at en- 
hancing the position of the owner- 
operator. As such, the exemption idea 
has had considerable popular support 
in this country: support derived, no 
doubt, from a basic belief that owner- 
operatorship is inherently desirable, that 
freeholders rather than tenants provide 
the bulwark for popular government, and 
that public policy should deliberately 
aim at promoting the interests of small 
property owners, particularly the owners 
of so-called ‘‘family-sized”’ units. 

In practically all the states where con- 
sideration was given to the possible use of 
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homestead tax exemptions the argument 
was made that the exemptions would 
encourage home ownership among farm 
and city families, protect owners in times 
of economic stress, and discourage non- 
operating owners from investing in farm 
land. Claims also were made that the 
exemptions would force improvements 
in assessment practices, compel the local 
units of government to be more efficient 
and economical in their expenditures, 
and bring changes in the entire taxing 
structure so as to relieve property owners 
of part of the tax burden they had been 
carrying. Despite the lofty tone of these 
arguments, however, the most telling 
argument with many legislatures was the 
highly political fact that homestead tax 
exemptions bring tax relief to a consider- 
able number of property owners and 
voters. 


Provisions of Laws 


All of the homestead tax exemption 
laws enacted during the 1930’s are still in 
effect, and as Table I indicates, they now 
offer exemptions on assessed valuations 
varying from $500 in Wyoming to $5000 
in Florida and Mississippi. In some 
cases, these exemptions also carry acre- 
age limitations which vary from 40 acres 
in Iowa to 200 acres in Texas, and in 
South Dakota the limitation applies to 
acreage only with no exemption ceiling 
on property values. 

In five states—Alabama, Arkansas, 
Minnesota, South Dakota, and Texas— 
the authorized exemptions apply only to 
the state-levied portion of the general 
property tax. In other states the ex- 
emptions apply to most, if not all, state 
and local general property tax levies and 
thus have a considerable effect upon the 
tax budgets of both the individual 
taxpayers and the tax-collecting agencies. 
These exemptions, however, have not 
always brought complete freedom from 
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taxation for many of the laws specifically 
authorize tax levies for the servicing of 
such state and local indebtedness as ex- 
isted at the time the exemption laws went 
into effect. In a few states, Florida for 
example, the exemption laws have made 
no mention of tax levies for debt service 
but the courts have required the con- 
tinued levying of general property taxes 
on the entire tax base for this purpose. 

On the question of what is a homestead 
there is little disagreement between the 
various laws. Generally speaking, within 
the specified spatial and value limitations, 
homestead exemptions are granted only 
to heads of families who both own and 
reside on the properties upon which they 
claim exemptions. Usually the laws con- 
tain provisions governing the extent to 
which residential property can be used 
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for commercial and business purposes and 
still qualify as a homestead. Most of 
these provisons, however, relate to urban 
property and none of the states attempt 
to separate the farm home from the farm 
business for tax exemption purposes. 

In Wyoming the county assessor is 
charged with the responsibility for secur- 
ing statements of ownership and home- 
stead exemption right from eligible tax- 
payers. But in practically all the other 
states the taxpayer must take the initia- 
tive and make a new application each 
year if he is to get his homestead tax ex- 
emption. What checking is done on the 
validity of the assertions made in these 
applications is usually left to the local 
assessors and supervisors. 

Provisions are made in some of the laws 
for homestead tax credit or replacement 


TABLE I.—Principa Provisions oF HomestEAD Tax Exemption Laws 








Authorized Exemption on 
Farm Homesteads 


Units of Government 
Honoring Exemptions 


Tax Levies Not Affected 
by Exemption 


Exemption 





Mississippi 


Oklahoma 


S. Dakota..... : 


$2,000 (not over 160 acres) 

$1,000 (can be raised to 
$2,500) 

$5,000 


$2,000 (can be lowered to 
$1,250) 

$2,000 (not over 160 acres) 
{dependent on suffici- 
ency of replacement 
fund) 

$4,000 


$5,000 or 160 acres 
$1,000 (not over 160 acres) 


Total value but not over 
160 acres 

$3,000 (not over 200 acres) 

$500 (dependent on suf- 
ficiency of property ex- 
emption fund) 





State only 
State only 


State and all local units 

State, counties, and school 
districts 

State, parishes, and special 
districts 

State only 

State, counties, road and 
school districts 

State and all local units 


State only 


State only 
State and all local units 





Special benefit taxes and 
levies for servicing prior 
indebtedness 

Levies for servicing exist- 
ing bonding indebtedness 


Levies for servicing debts in- 
curred prior to passage 
Levies for servicing prior 

indebtedness 
Levies or servicing prior 
indebtedness 





1938 
1938 


1935 


1938 


1935 








$2,500 (not over 40 acres) can be taxed at as much as 25 per cent less than other property 
depending on sufficiency of homestead credit fund for tax replacement purposes. 

$4,000 on rural homesteads assessed for taxing purposes at 20 per cent rather than at the 
usual 33% per cent of full value. 

Tax levies on rural homesteads and tenant occupied farms limited to 10 mills. Other 


rural real property is subject to a 15 mill tax limitation. 


1937 
1934 


1933 
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funds. The assumption here is that the 
state should directly reimburse the local 
units of government for the revenues 
lost through the operation of the tax 
exemption program. In three states— 
Iowa, Louisiana, and Wyoming—the 
amount of the exemption allowed is de- 
pendent upon the sufficiency of this re- 
placement fund. During the first few 
years of the law’s operation in Louisiana, 
for example, tax exemptions were held 
down to $1000, only half the exemption 
authorized by law, because of the in- 
sufficiency of replacement funds. The 
homestead tax exemption law in Missis- 
sippi makes no provisions for reimbursing 
the local units, but a state reimbursement 
plan has been set up by a separate law 
that operates alongside the exemption 
law. Even where no provisions for tax 
replacements exist either in the law or in 
supplementary legislation, however, the 
states often have recognized the effect of 


the exemption program on the local tax 
units either by making special grants-in- 
aid to them or by taking over part of the 
responsibility for financing local roads, 
schools and relief. 


Tax Savings 


The volume of tax savings realized 
under homestead tax exemptions varies 
from state to state according to the 
amount of exemption granted and the 
number of taxing units required to honor 
the exemptions. In the cases of the five 
states where exemptions apply only to 
state levies, tax savings are usually small 
because the state millage rates are low. 
(As a matter of fact, seven states, in- 
cluding Florida and South Dakota, have 
withdrawn entirely from the general 
property tax field thus leaving the 
property tax as the exclusive province 
of the local units of government while 
a number of others retain state property 
tax levies of less than one mill.) Ap- 


plying the maximum value exemptions 
the tax savings possible to individual 
taxpayers in these states during recent 
years would be: Alabama $13.00, Arkan- 
sas $8.70, Minnesota $4.75, South Da- 
kota none (no state tax levy), and Texas 
$10.50. 

In the six states where exemptions 
apply to county, school and other local 
lax rates, the amount of exemption 
granted takes on greater importance. 
Assuming that the maximum exemptions 
apply to an average tax levy of 30 mills, 
the taxpayers in these states will enjoy 
maximum tax savings of $15 in Wyoming, 
$30 in Oklahoma, $60 in Georgia and 
Louisiana, and $150 in Florida and 
Mississippi. 

Savings in these amounts, however, are 
not always enjoyed for the simple reason 
that many taxpayers do not own enough 
property to take advantage of the full 
exemption authorized by law. And even 
though average farm and homestead 
values often approach or exceed the ex- 
emptions allowed, real property is usually 
assessed at only a fraction of its true value. 
Under the self-assessment policy followed 
in Mississippi, for example, rural property 
in many areas though supposedly assessed 
at its full market value often has been 
assessed at only about a third of its true 
value.* This has made it possible for 
practically all farms of under 160 acres to 
qualify for complete exemption under the 
$5000 limit. Also it helps to explain the 
Mississippi data which show that the 
average exemption claimed by rural 
owners amounted to only $386 under a 
$1000 exemption in 1934, to $604 under 
a $2500 exemption in 1936, and to $666 
under the $5000 exemption allowed in 

3Cf., Charles G. Deaton, Public Finance Aspects of the 
Unified County Land Use Program, Covington County, Misstssippi, 
p. 11 (BAE dittoed, Jackson, Miss., 1940); and Raleigh 
Barlowe, The Influence of Institutional and Community Factors 
Upon Land Tenure, unpublished report prepared for South- 


western Regional Land Tenure Research Project, Fayette- 
ville, Arkansas, 1943. 
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1938. With the usual tax rates prevail- 
ing in the state, these average exemptions 
brought individual tax savings of be- 
tween $15 and $20 in 1934 and between 
$25 and $30 in 1938. 

The net effect of these homestead tax 
exemptions upon local property tax 
bases has not always been so important 
as might be expected. As Table II in- 
dicates, the exemptions in recent years 
have accounted for about one-fourth of 
the real property tax base in Florida 
and Louisiana and about one-third of this 
base in Mississippi. In all three states the 
percentage of the assessed value of real 
property exempt from taxation has in- 
creased considerably since the exemption 
laws first went into effect. This trend 
reflects both the increase in the amcunt 
of exemption allowed in Louisiana and 
and Mississippi and the action taken by 
more and more taxpayers in applying for 
exemptions. ‘This increase in number of 
applications is illustrated in Mississippi 
where 92,450 homes were exempt in 1934; 
137,205 in 1936; 149,466 in 1938; 
158,331 ia 1940; 172,108 in 1942, and 
181,639 in 1944. The 1940 exemptions 


affected about 89 percent of the 178,118 
owner-occupied homes reported for the 
state by the 1940 Census. Of the 
99,826 rural owner-occupied homes re- 
ported by the Census in 1940, 55,392 were 
exempt in 1934, 90,484 in 1936, and 
97,280 in 1938—the last year for which 
the breakdown by rural and urban 
owners is reported. 

Even though these exemptions have 
seldom deprived the average local taxing 
district of much more than a third of its 
property tax base,‘ this reduction in 
assessed valuation often has brought 
alarming losses in tax revenues. Where 
these losses have not been made up by 
state grants derived fiom replacement 
taxes the local units of government have 
had to work out their problems of in- 
sufficient revenue by (1) levying higher 
taxes on nonexempt general property, 
2) effecting whatever economies they 
could, and (3) discontinuing normal 
public services. Unfortunately, many 
local units found it necessary to follow 

4 This effect has varied by counties and taxing districts 
In Mississippi in 1944, for example, the reduction in tax base 


varied from 12.4 percent in Tunica County to 63.4 percent 
in Choctaw County. 


TABLE II.—Torar AssesseED VALUE OF PROPERTY COVERED BY HoMESTEAD TAX EXEMPTIONS AND PROPORTION EXEMP- 
TION REPRESENTS OF TOTAL REA EstaTE Property Tax Base FoR SELECTED StaTeEs:—1935-1945. 








Florida 


Louisjana Mississippi 





Ass’d Value | Percentage of 


Tax Base 


Ass’d Value 
of Exemptions | Real Property || of Exemptions | Real Property || of Exemptions | Real Property 


Ass’d Value | Percentage of 


Percentage of 


Tax Base Tax Base 





M Dollars Percent 


1935 59 ,692 14.51 
1936 69 ,330 16.97 
1937 83 ,040 19. 39 
1938 94 ,091 21.37 
1939 106 ,987 23. 96 
1940 117 ,037 26. 42 
1941 449 ,811* 25.49 
1942 480 ,760 26.55 
1943 501 ,289 25.60 
1944 523 ,449 26.73 
1945 564 ,279 26.51 











M Dollars 


87,571 9.57 
105 ,029 11.68 
113,631 
119 ,428 12.90 
178 ,641 19.90 
184,375 21.34 
189 ,765 21.76 
198 ,642 22.66 
211 ,587 23.65 
227 ,638 24.07 
248 ,453 25.27 


Percent M Dollars Percent 


47 ,866** 12.72 
102 ,066 26.78 
12.26 102 ,066 26.78 
117 ,389 31.11 
123 ,739 32.80 
130 ,288 33.28 
134 ,037 33.70 
144 ,492 34.38 
146 ,100 34.92 
151 ,043 35.83 
153 ,624 36.39 














* In 1941 the tax assessors in Florida started assessing real property at approximately 100 percent of true value. 
** Value of exemptions granted on the 1934 Mississippi tax levy (collected in 1935). No official figure was released for 


the exemptions allowed on the 1935 tax levy. 


(Data from Reports of the Co —— of the State of Florida, 1935-45; = State Tax Commission Reports, 1935-45; 


and Mississippi State Tax Comm 


on, Service Bulletins 12, 18, 21, 24, 27 and 30. 
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this last line of action; and in some cases 
—Georgia, and West Virginia, for ex- 
ample—the local school districts were 
among the first to feel the necessity for 
curtailing their normal functions.* 


Direct Effect on Owners 


Turning now to an analysis of the 
effects that homestead tax exemptions 
have on tenure groups, care must be 
taken to distinguish between the direct 
and indirect effects of the exemption pro- 
gram. In considering the direct effects 
separate consideration should be given to 
the impact that homestead tax exemp- 
tions have on present owners and pros- 
pective buyers of real property and upon 
landlords and tenants. 

There is little reason to doubt that 
homestead tax exemptions have brought 
some very real benefits in the form of tax 
savings to most owner-operators. Not 
all owners, however, have profited alike. 
The greatest gain, in dollars and cents 
though not necessarily in social values, 
has been enjoyed by those who own 
sufficient property that they can receive 
the maximum exemption. Assuming a 
$5000 exemption and a 30-mill tax levy, 
for example, the owner with property 
valued at $5000 saves $150 in taxes while 
the owner of property valued at $1000 
saves only $30. Owners with assessed 
values in excess of the maximum exemp- 
tions also stand to enjoy the maximum in 
tax savings. Their favorable position, 
however, can be lost if much of the tax 
burden is shifted from exempt to non- 
exempt property through the use of 
higher tax levies. Using the above 

5 The Wisconsin homestead exemption law of 1923 was 
repealed in 1925 largely because ‘‘some school districts found 
that the exemption removed from the tax roll such a large 
portion of the taxable property that sufficient funds could not 
be raised school purposes.” Cf.,O. M. Johnson and B. W. 
Allin, “The Exemption of Homesteads from Taxation”, 
Journal of Land & Public Utility Economics, July 1925, p. 381. 

¢ The fact that homestead tax exemptions can lead to an 


increase rather than a decrease in the property tax load 
carried by properties with high assessed values might be re- 


sample and assuming an increase in tax 
rate to 45 mills once the exemption pro- 
gram has gone into effect, the owner of 
a $15,000 farm would find the increased 
tax on his $10,000 of non-exempt valu- 
ation sufficient to wipe out his tax savings. 
The owner of a $20,000 farm under these 
conditions would find his net property 
tax actually $75 higher than before the 
exemption program went into effect.® 

The possible inequities associated with 
the application of homestead exemptions 
to properties of high value have been of 
little bother to the average homestead 
owner. As has been suggested above, as- 
sessed values usually have been low and 
the tax savings of the average taxpayer 
have been small. Actually these savings 
have averaged between $2 and $10 in 
those states where the exemptions apply 
only to state taxes and between $15 and 
$30 in those states where the exemptions 
apply to local as well as to state levies. 
But small as these tax savings might 
appear now, they seemed mighty signifi- 
cant during the 1930’s_ when family in- 
comes were low and a few dollars often 
made the difference between tax forfei- 
ture and ownership security. This was 
particularly true in the low income areas 
of the deep South where most of the 
homestead tax exemption laws were en- 
acted. 

The claim that homestead tax exemp- 
tions would encourage more people to 
become owners was one of the chief argu- 
ments advanced in favor of the exemption 
idea. There is little in the experience of 
the last few years, however, that either 
proves or disproves the validity of this 


garded by some as an argument favoring exemptions. How- 
ever, the desired results secured here can usually be achieved 
more directly through the use of other means. For example, 
if a graduated property tax is the goal, use probably should 
be made of a tax program more specifically désigned for this 
purpose. Similarly, where the aim is to counter-balance the 
frequent underassessment of properties of high value, cor- 
rective measures should be taken to improve assessment, 
practices. 
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claim. The Census indicates a marked 
increase in the number of farm owners 
during the war years, but such differences 
as exist between the rates of increase 
experienced by the various states usually 
can be explained in terms of the inter- 
action of factors more important than 
homestead tax exemptions. 

In actual practice it is doubtful that the 
promise of annual tax savings of from $10 
to $30 has affected the decisions of very 
many buyers. ‘To be sure, these savings 
can be capitalized at 5 percent to values 
ranging from $200 to $600 and the con- 
sideration of this fact has at times tipped 
the scales in favor of ownership. In 
general, however, this is only an addi- 
tional advantage of ownership and _ the 
presence or lack of state legislation pro- 
viding for homestead tax exemption 
influences the purchasing decisions of 
only a marginal few. But regardless of 
whether exemptions have helped to in- 
crease the number of farm owners it is 
safe to say that the exemption program 
undoubtedly saved some farms and 
homes from tax forfeiture during the 
1930’s.7_ Also it is probable that some of 
the farm capital that otherwise would 
have gone for taxes was used in paying off 
mortgage debt or debt service charges or 
in improving the levels of farm life. 

While there is little doubt that owner- 
occupants of taxable property benefit 
once a tax exemption program goes into 
effect, one might ask if these benefits 
accrue <o future owners. This brings up 
the problem of capitalization of tax sav- 
ings and gives rise to several definite 
questions. There is, for example, the 

7 The data for the 1930’s on tax forfeiture of farms (cf., 
B.R. Stauber and M. M. Regan, The Farm Real Estate Situ- 
ation, 1933-34, U.S.D.A. Circular No. 354, Table 14, p. 30; 
and M. M. Regan, The Farm Real Estate Situation, 1936-37, 
1937-38, and 1938-39, U.S.D.A. Circular No 548, Table 13, 
p. 32) suggests that some of the homestead tax exemption 
laws may have helped to reduce the amount of tax delin- 
quency. In Louisiana and Mississippi the years following 


the application of the homestead tax exemption program 
brought a marked decline in the number of farms per 1000 
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question of whether the average property 
owner gives much attention to the capi- 
talization of income concept. Then too, 
the right to homestead tax exemptions 
attaches to persons, not to property, and 
this factor limits the extent to which the 
value of the right can be capitalized into 
higher land values. Also, there is a 
question as to what proportion of the tax 
saving is to be capitalized. Can the 
capitalization apply to all the tax saving 
or must it be limited to the portion that 
can be attributed to the land and perma- 
nent improvements? 

In theory at least, farm land is worth 
the capitalized value of its average 
annualincome. In actual practice many 
other factors are involved in the deter- 
mination of land market prices. But 
over the long run any increase or de- 
crease in the average annual net income 
attributable to land should result in an 
increase or decrease in land values. 
This being true, it is logical to assume that 
the average farm owner will regard the 
tax payments he saves through the 
operation of homestead tax exemptions 
as additional net income that can be 
capitalized into higher land values. This 
should be especially true in those areas 
where a large proportion of the farms are 
suited for single-family operation and 
where a supply of buyers is always present 
—in other words, in areas where most of 
the prospective buyers can qualify for 
homestead tax exemptions. A perfect 
case for this capitalization procedure 
exists in Oklahoma where the state consti- 
tution (Article XII-A, paragraph 2) 
specifies that exemptions once granted 
farms going tax delinquent. The Florida, South Dakota, 
and Wyoming data also show reductions in the number of 
farms going tax delinquent after the exemption laws went 
into effect. In the other states the proportion of farms being 
lost through tax delinquency had already dropped off before 
the homestead exemptions were granted. Interestingly 
enough, the proportion of farms suffering forfeiture declined 
just as soon, if not sooner, in the states without exemption 


laws that bordered the states granting exemptions as in the 
homestead tax exemption states. 
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can be increased but not decreased by 
the legislature ‘“‘for a period of not less 
than twenty years.” 

Because of the impact of other factors 
such as rising farm incomes and changes 
in buying psychology, it is difficult to 
use mass data on land values in illustrat- 
ing the effect that capitalization of tax 
savings can have. Individual case 
studies, however, indicate that some 
owners have been quick to associate 
higher land values with reduced tax 
rates while others, not understanding the 
implications of the capitalization process, 
have been slow in attributing higher 
property values to tax exempt lands. 
With the passing of time the prices asked 
by both groups of owners will approach 
each other and these prices will in all 
probability reflect some capitalization of 
tax savings. 

Under the usual market conditions the 
effects of this capitalization process can- 
not be measured in precise terms. Theo- 
retically, an owner-occupant selling to a 
prospective owner-operator should be 
able to realize on the full value of his 
exemption privilege. But not all land 
sold is occupied by its owners and not all 
buyers plan to live on the farms they 
purchase. With these different types of 
buyers and sellers bargaining with each 
other in the market and with every buyer 
free to compare and choose between a 
number of different farms, land prices 
will tend to seek a level somewhere be- 
tween the ordinary value the land would 
have when the possible tax savings are 
capitalized and when not capitalized. 
With this bargaining process in operation 
the presence of homestead tax exemptions 
is likely to bring an increase in all farm 
land values regardless of the occupancy 
status or plans of the sellers and _ pros- 
pective buyers. Where there is a sellers’ 
market and many buyers in a position to 
benefit from the exemptions, the normal 


bargaining process is likely to lead to the 
capitalization of a substantial portion of 
the possible tax savings into higher land 
values. Where a buyer’s market exists 
or where most of the buyers cannot 
realize on the benefits of homestead tax 
exemptions, the increase in land values 
attributable to the partial capitalization 
of tax savings might be small. 


Insofar as this is true, the application 
of tax exemption legislation makes it 
possible for all owners, non-occupants as 
well as occupants, to enjoy a “‘windfall”’ 
when they sell their land. Future owners 
will not share in this special benefit (un- 
less there is a shift from a buyers’ to a 
sellers’ market) for the simple reason that 
they will find it necessary to “buy” most 
if not all of their possible exemptions and 
lower tax rates in the form of higher land 
prices. 

Even if all owners selling farms were 
able to capitalize their tax benefits, it is 
unreasonable to suppose that all pros- 
pective buyers would have to pay the 
capitalized value of the full tax saving 
resulting from exemption. The farmers 
who buy raw land and then make their 
own improvements and the rural resi- 
dents who buy lots and build their own 
homes, for example, cannot be expected 
to “buy” the future tax freedom they will 
enjoy on their buildings and improve- 
ments at the time they purchase their 
land. This, together with the fact that 
buildings and improvements are valued 
as often in terms of replacement cost as 
capitalized ability to produce income, 
limits the extent to which the owner can 
capitalize his tax savings under home- 
stead exemptions into higher property 
values. 


Direct Effects on Landlords and Tenants 


Landlords and tenants seldom if ever 
benefit to the same extent as owner- 
operators from homestead tax exemp- 
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tions. To a limited extent, the exemp- 
tion laws of a few states have encouraged 
some tenants to become owners. In 
Florida, for example, the courts have 
held that property acquired under small 
down payment purchase contracts can 
qualify for homestead tax exemption, and 
this has encouraged some tenants to ex- 
change their leases for purchase con- 
tracts.* Despite the incentive that the 
exemption laws provide for owner-oc- 
cupancy, however, they usually tend to 
discriminate against rather than favor 
landlords and tenants. 


As has been pointed out, homestead 
tax exemptions usually are allowed only 
on owner-occupied and operated prop- 
erties. Only in West Virginia is prefer- 
ential tax treatment given to bonafide 
tenant-operated as well as owner-oper- 
ated farms. In the other states, land- 
lords not only fail to benefit from the ex- 
emption program but at times also find 
themselves burdened with the heavier 
taxes that result when the tax load is 
shifted from exempt to non-exempt prop- 
erty. This tax burden places the tenant- 
occupied farm at a definite disadvantage 
when compared with the tax exempt 
owner-occupied farm. 


This disadvantage is sometimes felt 
most keenly by the landlord, sometimes 
by the tenant, depending upon how 
successful the landlord is in shifting the 
tax to the tenant. The extent to which 
the incidence of the tax is borne by the 
tenant depends on the comparative 
bargaining positions of the landlord and 


8 While discussing the “catastrophic” effect of the home- 
stead exemption program on municipal revenues in Florida, 
the Florida State Planning Board (The Need for State Financial 
Aid to Florida Municipalities, Dec. 1944, p. 15) observes: 
“And if legitimate homesteads were not enough, increasing 
resort has been made in recent years to the ‘sales contract’ 
to swell the number of ‘legal’ homesteads. This flimsy 
technical dressing up of a mere rental agreement, usually 
with no honest thought of intended purchase, into a purely 
specious ‘false front’ sale probably will become increasingly 
popular as a means of tax avoidance, . . .” 
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tenant and upon the reliance placed on 
the use of variable as against customary 
rental arrangements. In any case, how- 
ever, the fact that the tenant at times 
through his rental-payments is called 
upon to help his landlord pay taxes 
while the owner-operator of similar farms 
enjoy tax exemptions does little to im- 
prove the comparative position of the 
tenant. 


In addition to the actual financial 
effect that the exemption program has 
on landlords and tenants, tax exemptions 
can affect the operating decisions made 
by landlords and prospective landlords 
and through them affect the opportuni- 
ties open to tenants. Where the tax 
saving under exemption seems significant, 
it may discourage the actual renting out 
of farms. Owners who might otherwise 
be ready to retire to live off their rents as 
landlords will be tempted to continue 
their farming operations with the help of 
hired labor. In states such as Mississippi 
where exemptions are not permitted on 
farms held for renting out but are allowed 
on owner-occupied farms of up to 160 
acres ‘‘together with barns, tenant houses, 
and other necessary outhouses,” the ex- 
emption program can favor the operation 
of farms with wage hands and croppers 
instead of with tenants. This might have 
little effect upon total agricultural pro- 
duction, but it does deprive many pros- 
pective owners and tenants of an op- 
portunity to use the tenant rung of the 
agricultural ladder as a stepping stone to 
ownership. 


Under the provisions of the exemption laws in most 
states the eligible applicant for a homestead exemption must 
have title to his property. Usually no mention is made of 
purchase contracts and no provisions are made relative to the 
equity that the applicant must have in his property. The 
Mississippi law is more specific on these details and requires 
the buyer to pay at least 10 percent on a purchase contract 
before qualifying for tax exemption. Also, exemptions. are 
not allowed on properties upon which the mortgage indebt- 
edness exceeds the fair value of the property. The mortgages 
must provide for payment of interest and repayment of 
principal within a reasonable period of time. 
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Indirect Effects on Tenure Groups 


Besides the direct effects that home- 
stead tax exemptions have on tenure 
groups there are certain indirect effects 
growing out of the reduction in general 
property tax revenues. In those cases 
where no immediate steps have been 
taken to secure new revenues the exemp- 
tion program usually has brought a re- 
duction in governmental services, and 
when this reduction in services has in- 
volved local governments and school dis- 
tricts, its implications have been serious. 
In most cases, however, replacement 
taxes have soon been levied to make up 
for this loss in revenue. In these cases 
the use of homestead tax exemptions has 
merely resulted in the substitution of 
new taxes for the old and the impact ot 
the new taxes has sometimes more than 
cancelled the benefits derived trom tax 
exemption. 

The exact effect of the replacement tax 
on farmers depends on the shifting and 
incidence of the new tax. Where the re- 
placement revenues come from taxes on 
gasoline and race track receipts as in 
Florida or from higher income taxes and 
liquor taxes as in Louisiana the farmers 
do not necessarily suffer. Where a 
general sales tax is used for tax replace- 
ment purposes as in Arkansas, Missis- 
sippi, West Virginia and a number of 
other states, however, many of the smaller 
owners as well as the tenants, croppers 
and laborers are bound to suffer. 


Unfortunately, no study has been made 
of the impact that regressive replacement 
taxes such as the sales tax have on tenure 
groups. However, it is possible to ar- 
rive at conclusions relative to the effect 
that the sales tax has upon tenure con- 
ditions if use is made of hypothetical 

* Cf. E. L. Langsford and B. H. Thibodeaux, Plantation 
Organization and Operation in the Yazoo-Mississippi Delta Area, 
USDA Tech. Bulletin 682, May 1939, tables 36, 37, and 39 


pp. 80-84. The first of the seven types of plantation systems 
discussed is used in this hvpothetical example. 


cases based upon actual field data. One 
of the Mississippi plantations described 
by Langsford and Thibodeaux can serve 
very well as the basis for such a hypo- 
thetical case.? The net property tax of 
$1500 reported paid by the plantation 
can be arrived at rather simply through 
the use of the tax rates levied in a fairly 
representative taxing district.'° The 
particular plantation used in this example 
has 835 acres of “‘cultivatable” land and 
115 acres of “uncultivatable” land. 
The land is actually valued at $43,475 
but for taxation purposes is assessed at 
$25,560. The buildings, equipment, and 
workstock on the plantation are actually 
valued at $14,845 but are valued for 
assessment purposes at $5,470. <A local 
tax levy of 57.64 mills is charged. This 
allows the owner a net saving of $288.30 
under his $5,000 homestead tax exemp- 
tion. 

On this plantation, the operator pays 
out $3,532 for purchased supplies, power, 
machinery, and repairs. If he pays the 
Mississippi sales tax of 2 percent on only 
one-third of this total expenditure, he 
pays approximately $22.54 in sales taxes 
on his plantation operations. He makes a 
net income of $5,420 from the planta- 
tion. If he spends approximately 75 
percent of this income on taxable items 
within the state, he will pay an additional 
$81.30 in sales taxes. This brings his 
total sales tax payments up to approxi- 
mately $104 and gives him a net saving 
on his tax bill of about $184. 


This saving by the plantation owner is 
more than made up for by the impact that 
the sales tax has upon his sharecroppers 


10 The rates levied in a taxing district in Humphreys 
County are used in this example. Cf., Mississippi Backwater 
Areas Survey, Yazoo Segment, Public Finance Section, Table I, 
and Appendices I to IV. The average ad valorem tax col- 
lected per acre on “‘cultivatable” lands in this taxing district 
in 1938 was $1.73 on non-exempted lands and 94c on ex- 
empted homesteads. Both the tax rates and assessed valu- 
ations in this district are lower than average for Humphreys 
County but approximate the average for all the Delta coun- 
ties included in the backwater study. 
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and laborers. The plantation has 38 
sharecroppers, a blacksmith, and a hos- 
tler to whom a total of $15,357 are paid 
out. If 90 percent of this amount is 
spent on taxable goods, these plantation 
workers are required to pay $276.43 in 
sales taxes. This constitutes a new tax 
of approximately $6.91 on each of the 
cropper and laborer families working on 
the plantation. 

Similar examples could be outlined for 
other types of farms in the state. For 
instance, the hill farmer with a farm as- 
sessed for taxing purposes at $400 and 
exempt from a 30-mill levy would pay 
more out in sales taxes than he saved in 
property taxes if his expenditures should 
exceed $600 a year. All of this adds up 
to the conclusion that landlords and some 
owner-operators will benefit from the re- 
placement of the revenues lost under 
homestead tax exemptions by sales tax 
receipts while tenants, croppers, laborers, 
and some of the small owners will lose. 
It could be argued that landlords pass 
their tax savings on to their tenants in the 
form of lower rents or to their laborers in 
the form of higher wages.. However, 
_ there is scant reason for believing that 
this shifting procedure has or will take 
place in actual practice. 

Conclusions 


What effects do homestead tax exemp- 
tions have on tenure groups? Do they 
really constitute a farm tenure improve- 
ment measure? ‘The answers to these 
questions are complicated by the differ- 
ences in impact that the exemption pro- 
gram has on the various tenure groups. 

Owner-operators as a group usually 
profit from homestead tax exemptions 
because (1) they usually enjoy some re- 
duction in their general property taxes, 
and (2) they can in many cases capitalize 
at least part of the value of their tax 
savings into higher land values. The 
prospective buyer and operator gains 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


some incentive for ownership under the 
exemption program but this can be more 
than cancelled if he has to “buy” the 
value of his future tax freedom in his 
purchasing transaction. 

The landlord who rents out all his 
land can at times benefit from the pos- 
sibilities for homestead tax exemption 
when he sells hisland. But while he keeps 
it he enjoys no tax exemption benefits 
and, with the other owners of large hold- 
ings, may be called upon to pay higher 
property taxes if the tax load is shifted 
from exempt to non-exempt property. 

Outside of holding out a slightly 
greater incentive for ownership, the 
homestead exemption program offers 
little but discouragement for tenants, 
croppers, and laborers. ‘The tenant, for 
example, stands to lose because: (1) the 
possibilities for capitalizing tax savings 
into higher land values can make harder 
his problem of accumulating the initial 
outlay of capital he needs for starting as 
an owner, (2) the exemption program 
discourages owners from renting out their 
land and encourages them to use wage 
hands and croppers rather than tenants, 
and (3) the use of replacement taxes 
such as the general sales tax actually 
shifts part of the tax burden originally car- 
ried by the owners onto the tenant and 
thus deprives him of part of his possible 
margin of savings and investment capital. 

These being the effects of homestead 
tax exemptions, it seems obvious that an 
exemption program cannot be offered in 
good faith as a farm tenure improvement 
measure. The advantages that accrue 
to owners at times such as during the 
depression of the 1930’s when thousands 
of farms went tax delinquent may make 
the homestead exemption program seem 
worthwhile and desirable as an ownership 
retention device. But the best interests 
of the other tenure groups usually are not 
favored by homestead tax exemptions. 





The Case For National Forest Roads 
By NICHOLAS HELBURN* 


HE National Forests, particularly 
those of the Northwest and the Pacific 
Coast, are desperately short of roads. 
This lack of roads interferes with proper 
management, effectively prevents opti- 
mum use of most of the forest resources. 
The eastern forests were acquired long 
after their first exploitation and after 
settlement in the surrounding areas had 
been established. Adequate roads are 
already there for the most part. Much 
the same applies to the Ozark and Lake 
States forests, though more roads are 
needed than now exist. In the southern 
Rocky Mountain region, roads are com- 
paratively easy to build. The Northern 
Rockies and the whole Pacific Coast, 
where forests were acquired in a virgin 
condition and where road construction is 
a significant part of logging costs (10 
to 15%), need roads immediately. 

In the interior Northwest present 
market conditions in the valuable species! 
are so different from those of the “‘inter- 
ior” species that this discussion is limited 
to the valuable species for the most part. 
Nevertheless every indication points to 
an increase in the demand for these other 
species, and in that event the same argu- 
ments will hold, the same road system will 
be needed. 

Just as a farmer cannot manage a farm 
without gates in his fences, a forest can- 
not be managed without roads. Roads 
are part of the basic equipment of 
forestry. Yet, because few people live 
in forested regions, we have neglected 
forest roads, thinking mobility of people 


* Assistant Professor of Geography & Geology, Montana 
State College. 


1The “valuable” species in this region are western 
white pine, ponderosa pine and western red cedar. This 
discussion will exclude western white pine, however, be- 
cause of the inability of this species to reproduce itself under 


more important than mobility of goods. 
This is probably true, and it could hardly 
be considered a proper function of gov- 
ernment to build and maintain roads in 
a private forest. But for the government 
not to make its own forest accessible is 
like a storekeeper leaving his goods locked 
in the back room. Everyone would agree 
that the exploitation of private timber in 
the past has been extravagantly wastetul 
by present standards, but that is no excuse 
for the under-utilization of public timber 
at present. One waste cannot be bal- 
anced by another. 

The federal government, through the 
Forest Service, owns almost half (47.5%), 
41,531,000 acres, of the commercial 
timberland of California and the Co- 
lumbia Basin. This is unreserved and of 
high enough site quality to grow timber 
commercially by present standards. This 
acreage, then, can be considered the 
federally-owned, tree-farm area of Cali- 
fornia and the Columbia Basin. If we 
are to harvest the timber from this land, 
granted we do not learn to do so with 
helicopters, the land must sooner or later 
be served by a road network. The point 
which this paper tries to make is that this 
network should be built sooner rather 
than later. 

The timber on these sites is in all stages 
of development from young seedlings to 
mature and decadent stands. Likewise, 
all types of locations are represented, 
from low land close to farms and towns, 
to high, steep land on the margin of 
accessibility. An almost infinite variety 
of road costs and requirements are in- 


a forest canopy. It is a “‘fire species” and as yet cannot be 
grown except in the bright sunlight of a cleared area. If a 
shade-tolerant variety of this species could be developed, it 
too could be managed by selective cutting and the volume 
cut could be increased. 
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volved. No attempt at detailed plan- 
ning is made here. The Forest Service 
has done a great share of the planning it 
considers necessary, each road project 
being analyzed for costs and justification. 
But the Forest Service has by no means 
built all the forest roads which it con- 
siders justified. 

Roads on privately-owned land are 
usually paid for entirely by the virgin 
timber crop. Because of this roads are 
built to minimum standards and the 
operator is pressed to exploit the timber 
so thoroughly as to preclude another crop 
from that land in anything like a reason- 
able length of time. Roads in public 
forests are permanent and multiple pur- 
pose. Recreation, fire protection, timber 
management, as well as timber harvest, 
both present and future, all benefit from 
aroad. They can all pay part of the cost. 


The Forest Service in Region One, 
Montana, North Idaho and Northeastern 
Washington, has an investment in roads 
valued at $21,487,000, about half of which 
have no value as utilization roads. Pre- 
liminary plans indicate the need for an- 
other 70 million dollars for new construc- 
tion and improvement, 60% of which 
would be spent for roads with timber 
utilization value. At the present rate of 
construction this would take 50 to 75 
years. Other regions of the Mountain 
and Pacific Coast states face the same 
prospect. The reason for this time lag is 
legislative: the limitation of annual ap- 
propriations. But each year values which 
could be realized by these roads are be- 
ing lost. This is an avoidable and in- 
excusable ‘toss. “’ 


Mature and Over-mature Timber 


The principal loss takes place in 


mature and over-mature stands, vir- 
gin forests where mortality balances 
or exceeds growth. Nature is at best 
maintaining itself. At present large areas 
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of such timber lie stagnant while other 
areas are being cut so heavily that subse- 
quent growth in residual stands is very 
slow. If roads were available, present 
cutting methods could be modified so 
that a light cut could be made over a 
large area each year. Then less timber 
would be lost through mortality and 
growth would be greater in larger resi- 
dual stands. Consequently it would be 
possible to take more timber from the 
forests without endangering their future 
productivity. 

Let us examine the situation in some 
detail. A mature stand is composed of a 
large number of trees, many of which are 
well grown and a few of which are ready 
to die. It is generally agreed that a 
silviculturalist, if he did not have to 


worry about economics, could derive the 


maximum commercial timber by taking 
from the ponderosa pine forest each year 
those trees which have completed their 
period of rapid volume growth. This 
would be about three per cent of the 
volume of the stand. (Volume refers to 
the number of board feet of lumber which 
the stand would produce if cut.) Like- 
wise it is generally conceded that the 
traditional practice on private timber 
land of cutting everything at once (clear- 
cutting) is, in the long run, deriving the 
minimum timber from the land. For 
example, in the interior Northwest a 
stand is not mature until it is at least 
120 years old. By clearcutting an oper- 
ator would be able to get 100% of the 
original stand every 120 years. The 
silviculturalist, on the other hand, comb- 
ing the area every year would get 360% 
of the original stand in the same period. 

While the one-year cutting cycle of the 
silviculturalist is economically unfeasible, 
economic factors do not require the 
wasteful 120-year cutting cycle of the 
private operator. A compromise is pos- 
sible. 





NATIONAL FOREST ROADS 


Two of the major factors contributing 
to the urgency of rapid conversion of 
standing timber to saw logs by the pri- 
vate operators are annual real estate 
taxes and road costs.? Taxes are levied 
on the timber as well as on the land so 
that the tax bill on private timber land is 
much greater while the timber is standing 
than after it is removed. Roads are 
built for the single harvest only and then 
are abandoned. The whole cost must 
be borne by the single harvest and thus 
the tendency is to make the largest pos- 
sible harvest in order to spread the road 
(and other) costs over as much gross as 
possible. 

On National Forest land these two 
factors apply quite differently. In lieu 
of taxes, the Forest Service gives the local 
governments 25% of its gross income from 
the sale of timber and forest products. 
This is the counterpart of a severance tax 
rather than the customary real estate tax 
and has no tendency to hurry the cutting 
of timber. In line with its commitment 
to sustained yield forestry, the Forest 
Service is committed to build permanent 
roads. Roads are carefully planned to 
serve both present and future use and to 
serve protective, recreational, and ad- 
ministrative, as well as timber harvest 
purposes. 

The modification of these two factors, 
taxes and road costs, allows the Forest 
Service to use a cutting cycle somewhere 
between the two extremes mentioned 
above. The question is, where? How 
long should the cutting cycle be? 

?Kenneth P. Davis, Economic Management of Western 
White Pine Forests, Tech. Bull. No., 830, U.S.D.A. Wash- 
ington: 1942, pp. 62f. 

3 To illustrate this undecided point, the Management Plan 
for the Bitterroot Working Circle, (USFS mimeograph, Stevens- 
ville, Montana, 1941, pp. 15f) includes the following state- 
ment: “A first cutting cycle of 45 years is set up more or less 
arbitrarily on the basis that, with the residual stand left, it 
will take that long for the growth to produce a merchantable 
cut. The length of the second and third cycles may be 
altered by conditions as they exist at the end of the first 


period. Hence no attempt is made at this time to establish 
additional cutting cycles or length of crop rotation.” (W. H. 


Present Forest Services Practice 


In the interior Northwest ponderosa 
pine stands—the cutting cycle most 
commonly used now—is 45 years. Sev- 
enty per cent (by volume) of the stand is 
cut, leaving 30% as residual or reserve 
stand. This percentage is taken from 
1 /45th of the area each year so that by 
the end of the cutting cycle the whole 
area will have been covered. The theory 
is that the trees in this reserve stand will 
double their volume in 45 years and then 
they can be cut. From the second cut on, 
the theory is not so clear.? The best 
guess is that a third cutting could be 
made 120 years after the first when seed- 
lings at the beginning would have had 
time to grow into mature trees. 

Just how this 70% cut with a 45-year 
cutting cycle was established is really a 
problem in administrative history. The 
Forest Service when it took over the 
National Forests in 1905 inherited the 
tradition of private forestry in the United 
States. This was opposed by its conserva- 
tion philosophy and its scientific interest. 
There has been a constant trend away 
from clearcutting, toward selective cut- 
ting and sustained yield. The present 
cutting cycle is merely the present stage 
in that trend. 

The most important factor in setting 
the cutting cycle at 45 to 60 years and a 
70% cut is the lack of roads, although 
there has also been a constant pressure 
from buyers of Forest Service timber for 
as large a cut as possible. At the present 
rate of road construction it will take 50 


Meyer, Growth Rates in Selectively Cut Ponderosa Pine Forests of 
the Pacific Northwest, U.S.D.A. Tech. Bul. 407, p. 5.) Meyer, 
in describing Forest Service cutting methods in 1931 states 
that “a system of partial cutting is employed that leaves 
from 15% to 30% of the merchantable volume for acceler- 
ated increment and insurance of seed supply and as the basis 
for a later cut after an interval of 40 to 75 years.” He does 
not mention following cuttings except to say that if con- 
tinued in the same way they will eliminate older age classes 
of trees and will soon produce an even, aged stand (as 
against the ecologically balanced forest composed of trees 
with a wide age range). 
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to 75 years to complete the road system. 
Therefore it is impossible to “‘cut around” 
any faster than is being done at present 
and, consequently, a light cut would be 
of no value. The only other method of 
road construction is to have the private 
operator build the roads and to pay him 
for it by reducing the price of the timber 
proportionately. But this requires a 
heavy cut—a large percéntage of the 
stand—in order to give the operator his 
money’s worth. Thus the lack of roads 
requires either a long cutting cycle which 
makes a light cut pointless or it requires 
a heavy cut which makes a long cutting 
cycle imperative in order to allow time 
for regrowth. 


Fifteen Year Cutting Cycle 


If annual appropriations could be in- 
creased so that roads could be built faster 
(say to complete the system in fifteen 
years) then the area could be covered 


more rapidly and it would be possible to 
take advantage of the greater growth 
which takes place from a larger reserve 
stand and the more rapid growth which 
takes place during the first two decades 
after each cutting. Table I compares 
the productivity of the 15-year and the 
45-year cycles. 

By more rapid coverage of the area with 
a light cut of 30%, the allowable cut could 
be increased 85%. This would be sig- 
nificant in the current lumber shortage 
and would also go a long way toward 
sustaining expanded mill capacities and 
communities, built up on the liquidation 
of private timber and now threatened 
with drastic contraction. 

Some may question whether it is possi- 
ble for the operator to make a profit 
from so light a cut as 30% of the stand. 
It is believed to be possible by those who 
have studied the problem in the greatest 


‘Statement to the author by A. G. Lindh, Assistant 
Regional Forester, Region I. 


,15 years as the critical point. 
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detail. The timber management special- 
ists of the Forest Service believe it to be 
quite practical over most of the stands in 
the interior Northwest.‘ 

Some may ask why the proposed 
cutting cycle is set at 15 years. This 
period is chosen primarily because of a 
peculiarity in the growth of forests: In 
the normal growth of a forest, competi- 
tion develops between neighboring trees, 
competition for sun at the crown and for 
water and nutrients at the roots. This 
competition slows the growth of all trees. 
After each selective cutting those trees 
which are left are “‘released”” and make 
more rapid growth until the competition 
develops again. Just how soon this be- 
comes significant is still a matter of some 
controversy, but recent studies point to 
Walter H. 


TABLE I.—PERCENTAGE OF ORIGINAL VoL- 

UME WuicH May BE Cut UNDER 15- aAnp 

45-YEAR CuTTING CyYCLEs IN PONDEROSA PINE 

STANDS IN THE INTERIOR NORTHWEST OVER 
A 120-YEAR PERIOD. 
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Cycle 





0 - - 
30 
15 
30 


30 
30 


30 
45 


60 
30 
75 
30 
90 
30 


30 

















NATIONAL FOREST ROADS 


Meyer states: ““The growth rate reaches 
a maximum in the second decade after 
cutting and then gradually tapers off, 
approaching the rates previous to re- 
lease.””> Pearson has shown that growth 
decreases and mortality increases after 
the first decade after cutting and be- 
comes serious toward the end of the 
second decade.* If these things are true; 
that a 30% cut is practical as the Forest 
Service believes, and that 15 years in- 
cludes the period of maximum growth 
and minimum mortality after selective 
cutting, then a 15-year cutting cycle will 
give the maximum practical yield from 
the forest. 
Road Costs in the 15-year Cutting Cycle 


But the question of roads remains. Is 
it possible to supply the roads for a 
15-year cutting cycle at not too great a 
cost? ‘This is best shown by a compari- 
son of costs in the 15-year cycle with the 
present road building program which is 
the other alternative. A theoretical ex- 
ample will best show this comparison... 

On a given working circle, we can 
assume that the actual construction cost 
will be the same regardless of the time 
involved. Interest on investment, the 
timing and the amount of the return 
(stumpage) and maintenance costs will 
vary. There is a real question as to 
whether it is proper to charge interest on 
government investments which are main- 
tained over a long period of time, but we 
shall be conservative and charge the gov- 
ernment 2% compound interest. In the 
45-year cutting cycle we assume: that 
1/45th of the roads are built each year 
and that 70% of the timber from 1 /45th 
of the areas is cut over each year. 
15-year cutting cycle, we assume that 
1 /15th of the roads are built each year for 
the first 15 years and then no more roads 
need be built, while 30% of the timber is 


5 Meyer, op. cit. 
*G. A. Pearson, ‘“‘Cutting Cycles in Ponderosa Pine,” 
Journal of Forestry, August 1944. 


In the. 
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cut from 1 /15th of the area each year for 
45 years. Ignoring maintenance costs 
for the moment but including interest, 
the ratio between the share of the stump- 
age value which must be paid for the 
roads in the 45- and 15-year cycles is 1 to 
1.05, aninsignificant difference. Thisratio 
is derived by comparing the present values 
of cost and yield annuities over 45 years. 


Let V equal Value of the whole mature 
stand 

Let C equal Construction cost of the 
road system 

Let S, equal necessary percentage of the 
stumpage value required in the 15- 
year cycle 

Let S, equal necessary percentage of the 
stumpage value required in the 45- 
year cycle 


Let a— , 
Re, iequal Present value of annuity 


over n years at i rate of interest. 


For the 15-year cycle: 
C 0.3V 
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For the 45-year cycle: 
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Under the assumptions made above, 
the share of the stumpage value which 
must be used to pay for roads, including 
interest, is only 5% greater with the 15- 
year cycle than in the 45-year cycle when 
both are paid off at the end of 45 years. 
Thus, for instance, if 20% of the stump- 
age price were to go to roads in the 45- 
year cycle, only 21% would be needed in 
the: 15-year cycle. 

An equally satisfactory comparison of 
road costs and returns is calculated over 
120 years, the full growth period of the 
forest. In such a comparison, the 15 
year road-building program is cheaper. 
The same assumptions are used as were 
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used in the previous example except in 
the duration of the comparison. In this 
case, the full period as shown in Table I 
is used instead of merely 45 years. The 
ratio of the share of the stumpage value 
required to pay for roads in the 45-year 
cutting cycle to that of the 15-year cycle is 
1 to 0.893 when compared over the 
longer period of time. The 15-year 
cycle is more than 10% cheaper. That 
is, if 20% of the stumpage price were to 
go for roads in the 45-year cycle, less than 
18% would be needed in the 15-year 
cycle. 


How true or typical are these assump- 
tions? Cutting is seldom perfectly even 
throughout the cutting cycle, but the 
variations balance each other and there 


_ isno more typical case than the one used. 


Likewise roads are not built in even 
amounts each year. The variation usu- 
ally comes in the need for a road or an 
improvement from the usable highway to 
the working circle before operations can 
begin, this road being used throughout 
the cutting cycle. Interest on this initial 
cost must be paid throughout the period 
of payment in either case. Obviously the 
15-year cutting cycle with the larger 
total cut would be better able to pay this 
charge. In most cases this is a modifi- 
cation of minor importance. 
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Some might question whether the ac- 
tual construction cost will be the same in 
either case. This is only true where both 
scts of roads are designed to be perma- 
nent. There is a tendency with a cut- 
ting cycle as long as 45 years to call the 
roads permanent but actually to let down 
standards. It is being discouraged as 
far as possible and is likely to disappear 
soon since it is contrary to Forest Service 
policy which demands permanent roads 
for sustained yield. 

Maintenance charges remain as a vari- 
able which must be considered. They 
apply to both cycles, of course, but not 
quite equally. At the end of the 45-year 
cycle the road system has been in exis- 
tence an average of 221% years. At the 
end of three 15-year cycles it has been 
in existence an average of 37% years. 
This difference might be paid by a larger 
share of the stumpage, but just as mainte- 
nance costs are higher over the whole 


period because the roads have been in 
existence longer, so the road has been 
available for other purposes: protective 
and recreational, for a longer period. 
In addition, it is available for interim 


harvesting of minor crops. Here the 
15-year cycle has the advantage of time, 
but more important, it has a better re- 
source for interim cuttings. A 70% cut 
leaves little except seed trees on the area. 
A 30% cut leaves a growing forest from 
which there are valuable products which 
may be taken at frequent intervals. 
These interim cuttings can help pay the 
maintenance costs. Both the harvesting 
of minor products and the protective and 


recreational uses of the roads will be dis- 


cussed at greater length below. 

One other fact needs mentioning. 
Recently road engineers have developed 
simple techniques of “putting a road to 
bed” for 5 to 10 years which reduce 
maintenance costs to a very small amount 
where the road is used only periodically. 
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To sum up, in the long run it will cost 
no more to build the National Forest 
road system during the next 15 years than 
it would to continue under the present 
program. The financial costs and re- 
turns balance each other out. But there 
are additional, less direct returns and ad- 
vantages in the 15-year road program. 


Less Direct Benefits 


Perhaps the greatest of these advan- 
tages is the increased timber produced. 
The nation’s need for it is obvious 
enough. With the further exhaustion of 
private stumpage the need will be even 
greater. Its value in sustaining some of 
the mills now or soon without timber is 
less «lirect or obvious, but is also impor- 
tant and has many ramifications. Many 
communities built on the clearcutting of 
private timber face extinction unless the 
allowable cut of the National Forests can 
be increased. The only method of in- 
creasing the cut from the National Forests 
without reducing their future produc- 
tivity is to shorten the cutting cycle, 
which requires the more rapid building 
of roads. 

The lack of roads not only increases the 
intensity of cut while other areas lie 
stagnant and decreases the allowable 
cut in some parts of the region it also 
tends to concentrate the small cutting and 
milling operations around those roads 
which are being built. Several small 
operators who would otherwise work in 
different parts of an area are forced to 
operate over one road. The cutting is 
much faster than the forest tributary to 
this one road can support. Consequently 
the operations are not only concentrated 
but also temporary. The social sta- 
bility of the community suffers seriously. 
At present there might be 5 small mills 
operating for 5 years and then moving on, 
leaving their erstwhile community a 
ghost town. If more roads were being 
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built, there could be the same number of 
mills or more, each operating indefinitely 
at its own location. 

Still another problem exists in the cur- 
rent road program. A large share of 
Forest Service stumpage, sold in large 
blocks, is sold before the roads are built. 
The buyer contracts to build his own 
roads and the Forest Service reduces the 
price of the stumpage proportionately. 
This policy gives a great advantage to the 
large well-financed companies who alone 
are in a position to make so large an 
investment. Although it is possible for 
the Forest Service to specify the type, 
quality and location of roads which the 
purchaser shall build, there is a strong 
tendency to compromise the long-run 
view of the Forest Service with the short- 
run view of the purchaser. 
there are numerous cases where the 
purchaser of the principal timber crop 
will build the road, but where there 
are secondary crops which would nor- 
mally ke sold to other purchasers. It 
has not yet been securely established 
whether the Forest Service can require 
that the roads be open to all traffic during 
the life of the sale so that these secondary 
crops can be harvested. 

For all these reasons it is proposed that 
the Forest Service build roads into all its 
mature commercial timber as soon as 
possible. 


Immature Timber 


Even in immature stands there is a case 
for roads. Here again there is valuable 
growth in the forest which if left will rot 
and if removed will permit the remainder 
to grow more rapidly. More seedlings 
start to grow than can possibly survive in 
the mature stand. In the natural proc- 
ess a few trees are being forced out of the 
competition all the time. Nature has no 
use for these trees after they have been 
given a chance and found lacking. But 


In addition, - 
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man has. To make use of them he needs 
roads. Further, by man’s standards of 
tree quality, the natural process is not 
particularly efficient. Many trees that 
make poor quality lumber manage to get 
through the pole stage and compete in 
almost mature stands. In the process of 
salvaging fuel, posts, poles, pulp and even 
lumber from trees which would otherwise 
die and rot, man can bring about a more 
efficient selection. 

Another inefficiency in the natural 
process occurs because the competition is 
too even. Too keen competition will re- 
tard the growth even of those trees which 
finally succeed in achieving dominance. 
This too could be prevented if roads were 
available for “pre-harvest” cutting. 

Contrary to popular opinion, in many 
parts of the Northwest there is no surfeit 
of minor forest products. Farmers in 
western Montana pay high prices for 
imported posts because nearby forests 
which need thinning have no _ roads. 
Fuel wood is trucked long distances, or 
coal is substituted for wood because 
farmers and residents of small towns 
have cleaned the areas along the few 
existing roads in nearby forests. Fur- 
ther, the coming of pulp mills to north 
Idaho and Montana, being planned by 
several groups, will provide this area with 
a market for species and sizes hitherto 
considered worthless. 

The question of poles, though it still 
applies to immature stands, is somewhat 
different. Some species are more valu- 
able in their immature form than when 
they are full grown. In the Northwest 
this applies to western red cedar and 
temporarily, at least, to lodgepole pine. 
The cedar seldom grows in a pure stand. 
The poles must be harvested usually be- 
fore the other timber is ready. On the 
Clearwater National Forest in Idaho, for 
instance, there are approximately 2% 
million cedars of pole size. Their present 
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stumpage value, if they were accessible, 
would be about 334 million dollars. 

Any poles not accessible to the basic 
pre-harvest road system would probably 
be balanced by the conservative estimate 
of the poles in the survey. With present 
roadbuilding trends, however, these 
cedars will be over-ripe for poles before 
they are accessible. As sawtimber, their 
value will be approximately half a million 
dollars. Because of the delay, the Na- 
tional Forest (the public) will lose 3% 
million dollars. This alone is enough to 
pay for 37% of the projected road system 
in that forest. Excluding those roads 
with no timber harvest value whatever, 
it would pay for 43%. 

In summary, roads are needed in im- 
mature stands in order to salvage timber 
which loses out in the competition; and 
in order to improve the selection and 
speed of growth of the principal crop; 
and also in order to salvage special timber 
crops when they mature rather than 
merely to take what special products 
happen to exist after the principal har- 
vest. 

These reasons are not put forth to try 
to prove that roads are justified at present 
in large, wholly immature stands. But 
they do show that where mature and im- 
mature stands are intermingled, as they 
almost always are, the immature stands 
can help to justify the road system. 

To some these reasons will sound remi- 
niscent of the intensive forestry practiced 
in Europe. They will say that the de- 
mand for land is not so high, nor is the 
price of timber, and that many of our 
National Forest areas do not have the 
productive capacity to warrant the ex- 
penditure of so much capital and labor. 

These criticisms are only partly right. 
First, the practices outlined above— 
though they are more intensive than most 
forestry practiced in the United States— 
really do not approach the intensity of 


European forestry. Second, the demand 
for land, particularly forest land, while 
not very high, has been increasing. The 
war has speeded this increase enormously. 
As long as private logging practices con- 
tinue to exhaust what should be a renew- 
able resource, the demand for currently- 
stocked forest land will continue to in- 
crease. Annual real estate taxes have so 
increased the cost of holding private 
timber that National Forest timber has 
been neglected. Now, however, most of 
the private stumpage has been cut. 
Each mill’s security is threatened and the 
value of stumpage has jumped. In this 
market the supply of Forest Service 
stumpage is significant. The demand for 
timber land is already high enough to 
support more intensive forestry than has 
been practiced; witness the first stirrings 
of the sustained yield philosophy among 
the large lumber companies. Third, the 
price of timber has been artificially low. 
The full social cost of wood warrants 
more intensive forestry. Finally, all of 
the poorest sites have been excluded from 
this discussion already by the Forest 
Survey classification of land as com- 
mercial and non-commercial according 
to the site quality. That classification 
was made some time ago. Since then 
prices have gone up more rapidly than 
costs. The line of demarcation may be 
high or low, but in either case there is a 
large area to which this discussion applies. 

A complete system of roads would en- 
able the public to secure real values in 
timber from decadent, mature and re- 
producing stands which cannot now be 
obtained. A constant loss of timber 


‘products will continue to take place 


until such roads are built. 


Protection 


There are still other advantages in the 
protection field. A number of roads have 
been built into isolated areas solely for 
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fire protection. As a rule these are too 
narrow, steep and sharply curved to be 
useful for logging. If the complete road 
system were built now any further dupli- 
cation would be prevented. Further, 
the complete road system would provide 
much better protection than now exists. 
Fire protection can pay a fraction of the 
cost of the road, although that fraction 
will be smaller than had been expected 
until this time. It seems likely that heli- 
copters will be used to take both men and 
supplies rapidly to the scene of the fire, in 
large part replacing the use of trucks and 
roads. Also to be faced are the threats 
of insect and rodent damage, and tree 
disease. At present, expensive proce- 
dures involving large groups of men are 
used to protect valuable and inaccessible 
timber. 
easier if the areas could be reached by 
road. Even better, the cutting and 
thinning schedules could be altered so 
that most of the threatened (and often 
ripe) timber could be cut instead of 
protected. 

Finally, the recreational value of this 
road system would be significant. No 
suggestion is made that wilderness or 
primitive areas be spoiled, but many sites 
which cannot now pay the whole cost of a 
road can pay part. Practically every 
road will in itself be a recreational re- 
source. By so expanding the recreational 
resources, the intensity of use will be de- 
creased and values may be preserved.’ 


7 Jn parts of the National Parks, use has been so heavy 
as to destroy some of the recreational value of the sites. 


This protection would be much- 
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Summary 


The demand for stumpage in the 
Northwest is increasing with exhaustion 
of privately-owned virgin timber. The 
Forest Service has large quantities of 
timber but is committed to sustained 
yield cutting. The cut permitted under 
this policy could be materially increased 
if sufficient roads could be built to permit 
a shorter cutting cycle. These roads 
could be built in 15 years. This would 
involve a greater immediate expenditure 
than the present program but, due to the 
increased returns which would be ob- 
tained, the final cost per thousand board 
feet would be no greater than under the 
present inadequate program. This 
would eliminate most of the loss of pro- 
ductivity, now dissipated through slow 
growth, mortality of old trees, and thin 
residual stands. The complete road 
system would further permit a more eco- 
nomical and stable pattern of resource 
use, industrial and community location. 
It would help equalize the competition 
between large and small operators. It 
would provide better protection of the 
forest from fire, insects, rodents, and 
disease. It would make the forests a 
much greater recreational resource. 


But the principal thesis remains that 
much more timber could be cut from the 
National Forests, at no greater cost to the 
public and without damaging future 
supply, by a shortening of cutting cycles 
and by a much accelerated road building 
program. 
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Tax Equivalents versus Taxes of Municipal and 
Private Utilities in Minnesota 
By ARTHUR M. BORAK* 


Introduction 


HE relationship of public operations 

of utilities to public finance, which 
is involved in any consideration of the 
relative merits of public and private 
ownership of utilities, continues to be a 
matter of widespread interest as it was 
during the preceding decade of the 
thirties. Furthermore, the increasing 
extent of tax-exempt property, activities, 
and incomes is becoming a subject of in- 
creasing attention. Therefore, it seems 
that any discussion involving the extent 
and behavior of tax-exempt property and 
operations will be of current importance 
and interest. This situation has moti- 
vated the author to make a continuation 
of a study made seven years ago which, 
in turn, was a continuation of a study 
made five years prior to that one, both of 
which were published in this Zournal.} 
The study pertains to electricity. Money 
payments or transfers from receipts and 
free services contributed by municipally- 
owned electric plants are compared with 
taxes paid by private electric utilities. 
The data have been brought down to 
date, and not only a larger number 
but a larger proportion of publicly- 
owned plants have been included in this 
study than in the previous one. The 
availability of more complete informa- 
tion on the operations of publicly-owned 
electric plants as well as improve- 
ments in the accounting practices of some 
municipalities have made possible im- 
provements and refinements in the data, 


* Associate Professor of Economics, University of 
Minnesota. 

1 Arthur Borak, “Tax Equivalents of Municipal Electric 
Utilities in Minnesota”, Journal of Land & Public Utility 
Economics, February 1941, pp. 59-70; and “Public Contri- 


making, in turn, for greater accuracy 
than before. Their development through 
the last half of the decade of the thirties 
contributed to this improvement in the 
previous study extending through 1939 
ove: the first study extending through 
1934. Electric rates, municipal tax and 
special assessment levies, and municipal 
debts in communities served by publicly- 
owned electric plants and in those served 
by private electric utilities also are ex- 
amined again. In this article conformity 
as far as possible with previous presenta- 
tions is observed in ordei to facilitate 
comparisons. 

The treatment which follows is in- 
tended to be as objective as possible, and 
devoid of sentiment or other prejudices 
for either public or private ownership 
and operation. The purpose is merely 
to clear the atmosphere surrounding con- 
troversial and much discussed matters 
concerning which basic facts, or attempts 
to get them, continue to be conspicious 
by their absence. 

Of the 755 incorporated cities and 
villages in Minnesota, 63, with popula- 
tions aggregating 230,326, generate and 
distribute electricity (in September 1946, 
one community which sold its system was 
replaced by another which purchased 
the system serving it) and 80, with popu- 
lations totalling 132,830, distribute at 
retail electricity purchased at wholesale 
from other utilities. Besides, three in- 
corporated communities with a total 
population of 600 are served by distri- 
bution systems owned by a municipally- 


butions of Municipally Owned Electric Utilities Compared 
with Taxes of Private Electric Utilities in Minnesota,” 
Journal of Land & Public Utility Economics, May 1937, pp. 
116-129. 
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owned generating plant in a near-by 
city (one of the above 63) in one case and 
by a municipally-owned distribution sys- 
tem (one of the above 80) in a near-by 
city—in the other two cases.? Of the 80 
with municipally-owned distribution sys- 
tems 55 purchase current from private 
utilities, 12 from publicly-owned gener- 
ating plants in near-by communities and 
13 trom REA (Rural Electrification Ad- 
ministration) cooperative power associa- 
tions. Hence, electric enterprise in most 
of this group of cities and villages is a 
hybrid of public and private ownership 
and operation. At the end of the period 
covered by the previous study (end of the 
year 1939) 58 cities and villages generated 
and distributed electricity and 76 distrib- 
uted current purchased elsewhere. At 
the end of the period covered by the first 
study (end of the year 1934) 47 communi- 
ties were generating and distributing 
current and 76 were distributing current 
purchased elsewhere. Prior to that there 
was a decline-in the number of munici- 
palities generating electricity from a high 
of 106 in 1914. Of the remaining 609 
incorporated cities and villages, 578 are 
served directly or at retail by private 
companies or corporations and 25 are so 
served by REA cooperative power asso- 
ciations. 
of service, if any, is unknown.‘ 

Two developments since the early 
1930’s are worthy of mention here. The 
availability of PWA grants from 1934 
into the early 1940’s stimulated interest 
in municipal ownership and operation of 
electric facilities; although it is interest- 
ing to note that a PWA grant was used by 
only one municipality to construct a new 


? Population figures used in this Study are as of 1940. 

3 North Central Electric Association, Minneapolis, The 
Local Nature of Electric Service, (a pamphlet issued in 1933). 

4 All are very small communities with the largest having 
a population of 366. This information concerning the ex- 
tent of the various types of ownership was compiled from 
data supplied by the Minnesota Department of Taxation 
and correspondence. 


In six communities the type. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


generating plant where public ownership 
of such facilities did not exist previously. 
However, such grants were used by 10 
other municipalities having generating 
plants to improve or extend their systems. 
These 11 communities received an aggre- 
gate of $565,286 in PWA grants for elec- 
tric purposes.* Since the establishment 
of the Rural Electric Administration in 
1935, rural cooperative power associa- 
tions with their farm lines have sprung up 
all over the state on the basis of long- 
term loans from the federal government 
at low interest cost for transmission equip- 
ment, and loans from the same source at 
low interest cost to the farmer members 
of these associations for electrical farm 
devices. New transmission lines to farms 
were built and in a few cases farm lines of 
private power companies and municipali- 
ties were taken over. Since 1939 these 
REA distribution cooperative power as- 
sociations, besides serving directly their 
member farmers, have come to serve 
directly or at 1etail the people in 25 in- 
corporated urban communities® as well 
as to sell current at wholesale to 13 such 
communities with municipally-owned 
distribution systems.’ These distribu- _ 
tion cooperatives (48 in number at this 
writing) purchase current at wholesale 
from private companies, municipally- 
owned generating plants, and REA gen- 
erating cooperative power associations. 
Incidentally, the five REA  generat- 
ing systems, whch have also been estab- 
lished on the basis of long-term loans 
from the federal government at low 
interest cost, serve at wholesale their 
member REA distribution cooperatives 
(some of the 48) and one of them serves 


5 C. N. Phillips, Location and Scope of Federal Investment in 
the Electric Business (a bulletin issued by Ebasco Services, Inc. 
New York) August 1944, 

6 All are small places with the largest having a popula- 
tion of 630 and 14 having populations of less than 200 in 
each case. 

7 One of these places has a population of 1,985 and the 
others have populations of less than 1,000 with seven below 
500 in each case. 
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directly a group of farmers as well. 
They do not have arrangements with 
municipalities except exchange power 
hookups or standby agreements with a 
few municipally-owned systems. 

All REA cooperative power associa- 
tions are exempt from federal income 
taxation. Furthermore, the rural trans- 
mission lines serving farms are exempt 
from Minnesota property taxation and 
the income, if any, from such business is 
exempt from the state income tax. 
However, these cooperatives must pay 
the state a small tax of $10 per 100 rural 
or farm members served directly. This is 
the only tax paid by these cooperatives 
on their rural or farm distribution oper- 
ations (the bulk of their operations). It 
is very much lower than Minnesota 
property taxation on the rural trans- 
mission lines of private companies, let 
alone the state and federal income taxes 
on the income of private companies from 
serving the farmer. Incidentally, the 
REA cooperatives are subject to Minne- 
sota property taxation on their generating 
facilities in urban or rural areas, and on 
transmission facilities serving urban cus- 
tomers and also are subject to the state 
income tax on income derived from serv- 
ing urban customers. By way of compar- 
ative taxation, the municipally-owned 
electric systems are legally exempt from 
all federal and Minnesota taxes. On the 
other hand, the private companies are 
subject to federal taxes and Minnesota 
state and local taxes, including state and 
local property tax levies. 


Transfers and Free Services versus Taxes 


While municipally-owned utilities do 
not pay taxes in Minnesota, they some- 
times make contributions to their munici- 
palities in the form of money transfers 
from current receipts or reserves and free 
services. The comparative size of these 


contributions and the taxes that would be 
paid to cities and other political units if 
the utilities were privately-owned has 
been and continues to be a great contro- 
versial matter. Data compiled for Minne- 
sota, which are presented in Tables I, II, 
and III below, shed some light on this 
problem. 


In these tables the contributions of 
money transfers and free services to the 
municipality by electric utilities in com- 
munities with municipally-owned gener- 
ating plants are compared with both total 
(federal, state, and local) taxes and state 
and local taxes paid by private companies 
in the state. The communities which 
own their electric distribution systems 
through which they sell at retail current 
purchased at wholesale are omitted from 
this study. As pointed out previously, 
most of these communities represent 
neither public ownership nor private 
ownership, but a hybrid of the two. The 
contributions and taxes are reduced to 
ratios or percentages of gross revenue to 
permit a comparison of the two groups 
over the 25-year period covered. An 
effort was made to obtain the necessary 
data for as many municipally-owned 
generating plants as possible. The data 
pertain to 54 of the 63 publicly-owned 
generating plants in the state at the close 
of 1946 and to several large private 
electric companies serving most of the 
communities in the state which rely on 
private companies for their current. The 
communities in both groups are spread 
throughout the state. The data in Table 
I pertain to electricity except for eight 
municipally-owned generating plants 
where amounts for gross revenue include 
water revenue, in six cases, steam heating 
revenue, and in one case gas revenue as 
well. In these cases identification of 
the sources of money transfers as be- 
tween electric and othe: utility revenues 
was impossible. 
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In Table I the aggregate amounts of 
gross revenue for each year are for the 
total number of communities. The total 
number includes a somewhat smaller 
number for each year where contribu- 
tions of one kind or another have been 
made; the others made no contributions. 
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The aggregate amounts of these con- 
tributions for each year appear in the 
fifth column. They represent the sum 
of the money transfers, exclusive of 
loans not written off, and the money 
value of free services. ‘The money trans- 
fers are money contributions to the 


TABLE I—Etectric Utitiry REVENUES TRANSFERRED TO OTHER MUNICIPAL FUNDS AND THE VALUE 
oF FREE SERVICES TO MUNICIPALITIES IN COMMUNITIES SERVED BY MUNICIPALLY-OWNED GENERATING 


PLANTs IN MINNESOTA * 








Number of 
Communities 


Total Electric 
Gross Revenue 


Number of 
Communities 
With Transfers 
and Free 


Amount of 
Electric Trans- 
fers and Free 

Services 


Ratio of 
Transfers and 
Free Services to 
Gross Revenue 


(3) 


Services 


(4) (5) 





659,434 
910, 583 


1,166,070 
1,336,084 
1,791,549 
1,971,859 
2,074,804 
2,201,213 
2,383,401 
2,201,191 
2,182,279 
2,397,284 
2,636,087 
2,902,050 
3,431,958 
3,678,734 
4,103,936 
4,439, 338 
5,311,109 
5,195,071 
5,695,895 
6,182,947 
6,770,394 
7,920,105 


1,197,800 - 





$80,741,175 











23,589 
4,000 
67,932 
63,292 
50, 888 
54,965 
84,099 
97,949 
151,515 
304, 325 
329,257 
376, 306 
267,167 
369,175 
313,345 
372,040 
493,977 
435,764 
391,906 
599,775 
598,448 
538,124 
685,845 
798, 682 
985,728 


11.52 

9.45 
11.09 
11.80 
12.45 





$ 8,458,094 10.48t§ 











* The data in this table have been compiled from infor: 
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htained in 
in 


ial statements, auditors’ reports, correspon- 





dence, various issues of the Minnesota 
employees. 


‘ear Book, and interviews with various publicly-owned and private utility officers and 


Of this aggregate, $5,982,815 or 70.78% are money transfers and $2,475,779 or 29.27% represent free services. 


Combined ratio. 
§ PWA grants of $555,656 in the ag 


enabled some of these recipient utilities to supply funds and free services to their municipali 


gate to 10 of these utilities from 1934 to 1944 for capital expenditures have probably 


ities which could not or would not 


have been given without such grants. If, in conformance with the possible claim that such grants should be deducted in a 


comparison of 


is made that additional funds and free services equal to and made aay by 
by this table, total transfers and free services are $555,656 less than $8,458, 


ublic contributions of publicly-owned enterprise and taxes of — enterprise, the most extreme assumption 
these 
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municipality—frequently to the general 
fund—and to the water department in 
the case of six plants and to the steam 
heat department as well in the case of one 
plant for which the electric departments 
are separated from the other utility depart- 
ments in the financial statements or the 
accounting systems. Incidentally, two 
plants made contributions to the liquor 
fund—to be unexpected to say the least. 
They also include capital expenditures 
on the ornamental lighting systems or 
white ways in eight municipalities which 
would build and own such street lighting 
systems if a private company supplied the 
current for street lighting. Most of these 
expenditures for ornamental lighting took 
place prior to 1940, involving seven 
plants. For the period from 1940 to 
1946, inclusive, the amounts were much 
less than before, involving one of these 
and one other plant. The free services 
pertain to street lighting. They also 
include current for water pumping in the 
case of ten plants in which electricity 
and water are financially separated and 
the amount of current used for water 
pumping is known, and include current 
for lighting public buildings and various 
other structures or fixtures in the case of 
eleven plants. Free water to the munici- 
pality is also included in the case of three 
plants for which money transfers from 
electric sources could not be separated 
from money transfers from other utility 
sources. As to current, that for street 
lighting and water pumping constitute 
practically all the free current for an 
electric utility. The rest, like current 
for lighting the city hall, is comparatively 
insignificant. 


The money value of these free services 


was obtained by applying the rates 


8 The author believes that greater accuracy is attained 
in evaluating free services by application of the rates charged 
by the private company serving the nearest community of 
comparable size than by the use of average rates charged by 
private companies as a group. The rates charged by this 


charged by private companies in the 
nearest community of comparable size 
for current for these purposes to the 
lamps or amounts of current involved in 
the free services.* In each case the rates 
in effect during the year in which the free 
Service was given were used. If some 
charges were made by the municipally- 
owned plant, the excess of such rates or 
charges of the private electric company 
over the rates or charges of the munici- 
pally-owned plant were applied to the 
lamps or amounts of current involved. 
The gross revenues of the publicly-owned 
plants, as 1ecorded in financial statements 
or accounts, were corrected where neces- 
sary to include the money values of the 
free services. Hence, in 1946, 54 munici- 
pally-owned generating plants had aggre- 
gate gross electric revenues of $7,920,105 
(Table 1). Forty-six of these 54 plants 
contributed in the aggregate $985,728 to 
their municipalities in electric money or 
tree services. The latter: amount was 
12.45% of the aggregate gross electric 
revenues of the 54 plants. By the way, 
the aggregate of $8,458,094 of money 
transfers and free services for the 25-year 
period consists of $5,982,315 or about 
71% money transfers and $2,475,779 or 
about 29% free services. 

The point the author wishes to stress 
here is that the publicly-owned plants 
covered in this study were given several 
benefits—some known and some un- 
known as to extent. Cases where money 
transfers occurred from the municipality 
or, where financially separated, from the 
water or heat departments to the electric 
department (direct subsidies), or where 
the municipally-owned plant’s charges 
for current for street lighting and water 
pumping were higher than charges of the 
private company serving the nearest com- 
particular company in each case would most iikely, if not 
certainly, be charged for the services if the community with 


its own plant were served by a private company so far as the 
publicly-owned plants covered by this study are concerned. 
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munity of comparable size (indirect sub- 
sidies) were ignored. In other words, 
they were not deducted from contribu- 
tions of the generating plants. Such 
direct subsidies to the electric department 
were not numerous, but in some instances 
were quite substantial. From 1940 to 
1946, inclusive, the aggregate of them was 
$109,902 which went to five plants from 
the general fund, liquor fund, heat de- 
partment, water department, and miscel- 
laneous municipal funds. Indirect sub- 
sidies or overcharges were quite notice- 
able in the case of current for water 
pumping. In some instances the charge 
for water pumping was very high for the 
amount of current involved. 


As to direct subsidies, the PWA grants 
to some utilities are important. These 
were received trom the federal govern- 
ment which does not own or receive con- 
tributions from the recipient utilities. 
Ten of the municipally-owned utilities 
included in this study received an aggre- 
gate of $555,656 in such grants for capital 
expenditures from 1934 to 1944. Such 
a subsidy is really the depreciation over 
the course of time on the investment of the 
grants and may take the form of increased 
earnings “‘plowed back” into the prop- 
erty, of reduced rates to private users of 
the service, of money transfers to the 
municipality or other utility departments, 
or of free services to the municipality. 
It is possible that none of these will come 
about if the grants are dissipated away 
in inefficient operations. These grants 
have probably enabled some of these re- 
cipient utilities to supply funds and free 
services to their municipalities in the past 
or in the future which could not or would 
not have been given without such grants. 
Seven of these ten recipient utilities have 
contributed money and free services of 
some kind—one has contributed money 
and one has contributed free services of 
some kind since 1934. 
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In several cases the electric department 
was assumed to be the contributor of 
money transfers where the source of them 
as between the electric and other utility 
departments was not very clear but where 
it appeared that the electric department 
supplied the funds. Besides, all-night 
service for center lights in all cases and 
either all-night or mid-night service for 
ornamental lights, as the case may be, 
were assumed with respect to street light- 
ing in applying private utility rates. 
The lights of some municipally-owned 
plants for which all-night service was 
assumed here are turned off at mid-night 
and the lights of some of these plants are 
on a moonlight basis. The effect of this 
assumption was to enlarge the moncy 
value of free service in some instances. 
Furthermore, the adequacy of the pro- 
vision for depreciation may be questioned 
in connection with some of these plants. 
The recorded expenses of some of the 
plants do not include portions of the 
salaries of municipal personnel (like the 
city clerk) who perform the clerical work 
for the utility or rent for office space in 
municipal buildings such as the city hall. 
Inadequate provisions for certain costs 
like depreciation, as well as inaccurate 
accounting practice, make it uncertain 
sometimes, when a contribution in money 
or in free service is made, whether it is a 
return from the investment or a return of 
the investment. Finally, a consideration 
of the municipally-owned plants from 
which financial and operating data, 
necessary for inclusion in this study, 
could not be obtained, leads the author 
to believe that, because of doubtful finan- 
cial results, it is very probable that plants 
represented in Table I compare more 
favorably with the private electric com- 
panies represented in Table II than 
would all municipally-owned generating 
plants in the state. In any case, the 
omitted free services, including some of a 


‘ 
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minor nature, rendered by these plants 
are more than offset. In short, the 
position taken here is that the situation 
with respect to municipally-owned gener- 
ating plants is represented in Table I in 
a fair and reasonable manner. These 
plants, most of which are shown to have 


® In the comparison of these contributions with taxes of 
private electric companies which follows, the former have 
not been adjusted downward in consideration of the possi- 
bility, stressed by some people, of regarding a portion of the 
contributions of publicly-owned plants as a return on public 
investment in excess of the amount of outstanding debt upon 
which interest is paid. In this connection, it is interesting 
to note that some point out the possibility of treating at least 
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been making contributions during the 
25-year period, may be considered to be 
a group comparable with several private 
electric systems, each with their several 
generating plants serving numerous com- 
munities. ° 


some portion of these contributions as return comparable to 
interest and dividend payments by private utilities on their 
entire investment, whereas others argue that publicly-owned 
utilities should be operated on a no-return basis or, as some 
put it, treated as cooperatives as a matter of policy. In any 
case, lack of necessary information and variations in policies 
with respect to contributions and debt retirement among 
municipally-owned plants make such an adjustment very 
difficult, if not impossible. 


TABLE II—Taxes or SEVERAL PRIVATE ELECTRIC COMPANIES SERVING COMMUNITIES IN MINNESOTA * 
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Total Federal, 
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970, 262 
1,038, 556 
1,324,876 
1,739,453 
2,666,715 
2,729,721 
2,839,600 
2,806, 186 
3,004, 166 
2,939,243 
3,534,440 
3,619,969 
4,412,379 
4,556,523 
5,171,399 
5,300,927 
6,175,755 
6,870,459 
8,655,031 
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16,855, 267 
13,571,337 
16,021,521 
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12,900,532 
15,899,439 
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28,274,019 
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34,253,245 
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36,515,894 
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3,649,341 
3,931,622 
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5,361,663 
5,360,097 
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5,661,329 
6,788,215 
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* The data in this table have been 


iled from fi ial data ob 


d from private utility companies either directly or by 





correspondence. These companies generate all or practically all of their current and supply directly or at retail 433 or 74.91% 


of the 578 communities supplied by private companies. 
t Combined ratio. 
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The ratios for the municipally-owned 
plants show a rough, uneven tendency to 
increase to the middle 1930’s and to de- 
crease subsequently through 1940, and a 
tendency to stabilize at a 11-12% level 
during the war years in the 1940’s with a 
“dip,” however, in 1943. After a sub- 
stantial increase in 1931 over 1930, the 
ratios have been on a distinctly higher 
level than prior to 1931. This higher 
level up to the entry of this country into 
the war and particularly the compara- 
tively high ratios from 1931 to 1935, in- 
clusive, were attributable primarily to 
the fact that some plants began making 
contributions and some increased their 
contributions after 1930. No doubt the 
financial difficulties of the communities 
during the depression contributed to this 


tendency. The 11-12% level of ratios _ 


from 1941 to 1946, inclusive, is quite 
likely higher than it would be had there 
been no war. During these years, in- 
creasing demands for service, inability to 
obtain equipment and materials for ex- 
pansion, fuller utilization of plant, and 
price and wage controls made for in- 
creased earnings which, in turn, made 
possibie greater contributions to the 
municipalities than otherwise. 


The contributions of funds and free 
services are quite concentrated as to the 
number of plants involved out of the total. 
During the 1930’s, almost % to about 34 
of the contributions from year to year, 
consisting for the most part of money 
transfers, were made by three plants in 
1931, four plants in 1932, 1933, 1934, 
1936, and 1937, and six plants in 1935, 
1938, and 1939. During the 1940’s cov- 
vered by this study, from about 2% to 
about 34 of the contributions came from 
six plants in 1940, seven plants in 1943 
and 1944, eight plants in 1941, 1942, and 
1945, and 14 plants in 1946. Nearly all 
of these plants are in communities with 
populations over 5,000. Four of these 
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plants, all of which are in such communi- 
ties, consistently contributed compara- 
tively substantial annual amounts from 
1932 to 1939, inclusive; six plants, all of 
which are also in such communities, did 
so from 1940 to 1946, inclusive. As a 
group, the plants in communities with 
populations over 5,000 included in this 
study did not contribute annually over 
the period of the 1930’s percentages of 
their gross electric revenues significantly 
different from those contributed by the 
rest of included plants, all of which were 
in communities of less than 4,000. The 
contributions of the large plants during 
that time were comparatively large, but 
so were their revenues. But, from 1940 
to 1946, inclusive, the plants in communi- 
ties over 5,000 in population as a group 
contributed percentages of their gross 
electric revenues which on the average 
were at least twice as high as the average 
of percentages of the rest of the plants. 
The contributions of the large plants in 
recent years were not only comparatively 
large absolutely but relative to their rev- 
enues as well. 


The data for electric taxes and electric 
gross revenues for several private electric 
companies serving about 34 of the com- 
munities supplied by private companies 
and involving the bulk of the private 
electric business in Minnesota are pre- 
sented in Table II. These companies 
generate all or practically all of their 
current. Ratios are presented for both 
total (federal, state, and local) taxes and 
also for state and local taxes. Some 
people, in viewing this problem of contri- 
butions versus taxes, assume that federal 
taxes should be excluded. In fact, some 
people take this position with respect to 
the taxes of all governmental units except 
the owner governmental unit—in this 
case the municipality. On the other 
hand, it must be remembered that some 
one must pay taxes to support govern- 
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mental units, including the federal gov- 
ernment. Private utilities pay taxes to- 
ward support of all of them. Further- 
more, the point for exclusion of federal 
taxes in the comparison involved here 
becomes especially questionable since the 
middle 1930’s in the light of the increase 
in federal taxes relative to state and local 
taxes and the increase in amounts and 
kinds of federal grants to the states, in- 
cluding PWA grants to some municipally- 
owned utilities during and after 1934 for 
a number of years. Taxes on income and 
in recent years on excess profits have ac- 
counted for nearly all of the federal 
taxes; state and local property taxes have 
accounted for most of the state and local 
taxes. Incidentally, the excess profits 
tax accounted for over one-half of the 
federal taxes in recent years. As indi- 
cated in Table II, federal taxes greatly 
exceeded state and local taxes after 1940. 


To 1932 the ratios for the private com- 
panies for total taxes remained at about 
a constant level while those for state and 
local taxes increased somewhat. After a 
distinct increase in the ratio for total 
taxes and a noticeable increase in the 
ratio for state and local taxes in 1932 over 
1931, the ratios for total taxes continued 
to rise during the depression of the 1930’s 
jand, after a substantial rise in 1941 over 
1946 to over 25%, continued to rise dur- 
ing the war; while the ratios of state and 
local taxes remained on about a constant 
level from the early 1930’s. Hence, the 
rise of the ratios for total taxes after 1931 
was due to increases in federal taxes. 
The substantial decline in the ratio for 
total taxes in 1946 from 1945 reflects the 
decrease in the federal corporate income 


tax and elimination of the federal excess — 


profits tax by Congress in 1945. 

The series of ratios in Table I and II 
are brought together in Table III. The 
ratios for municipally-owned plants may 
be compared with both the ratios of total 
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taxes and ratios of state and local taxes 
of the private companies. 

As indicated in Table III, the ratios for 
municipally-owned generating plants are 
less than either the corresponding ratios 
for total taxes or for state and local taxes 
for the private companies in 10 of the 25 
years or in 1922, 1923, 1926, 1927, 1928, 
1929, 1930, 1939, 1940 and 1943; and 
less than the corresponding ratios for 
total taxes for the private companies in 
21 years (including the last 11 years) of the 
period, the exceptions being 1931, 1932, 
TABLE III—Rarios or Contrisutions or MUuNICIPALLY- 

OWNED GENERATING PLANTS AND TAXES OF PRIVATE 


Evectric Companies To Gross ELectric REVENUE 
IN MINNESOTA* 
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* The data in this table have been taken from Tables I and II. 
Le PWA nts are deducted, this combined ratio becomes 
.79, as pointed out in a footnote of Table I. 
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1933, and 1935 with a difference of less 
than % of 1% in the latter year. As 
pointed out previously, contributions were 
commenced or increased during these ex- 
ceptional years in some communities. 
Under the impact of the war demands of 
the federal government for revenues, the 
ratios for total taxes of the private com- 
panies pulled away from those of the 
municipally-owned plants after 1940 
with the ratios of the latter becoming less 
than one-half (much less than one-half 
in 1942, 1944, and 1945 and less than 
one-third in 1943) than those for the 
former. Incidentally, the ratios for the 
publicly-owned plants were less than 
those for state and local taxes of the pri- 
vate companies in 10 years of the period 
when they would also of course be lower 
than the corresponding ratios for total 
taxes of the private companies, as pointed 
out above. The ratios for the publicly- 
owned plants were less than those for 
state and local taxes of the private com- 
panies to the extent of only 34 of 1% or 
less in 1930, 1939, and 1934; and were 
greater only to the same extent in 1924, 
1925, 1934, 1936, 1937, and 1941. 


The combined ratio for the entire 
period tor publicly-owned plants is lower 
than the combined ratio for private com- 
panies for total taxes but higher than the 
combined ratio for private companies for 
state and local taxes. The relationship 
between PWA grants and contributions 
of recipient municipally-owned generat- 
ing plants has been pointed out. Some 
may claim that such grants should be 
deducted from contributions of the re- 
cipient utilities in comparing public with 
private ownership and operation as to 
contributions and taxes. The extent of 
the relationship is unknown. However, 
if, in conformance with this claim, the 
most extreme assumption is made that 
additional contributions equal to and 
made possible by these grants were given 


during the period covered by the study 
and the aggregate of such grants were 
deducted from the total contributions, 
as presented in Table II, the adjusted 
combined ratio for the municipally- 
owned plants is lower than before 
but remains below the privately-owned 
companies’ combined ratio for total 
taxes and alittle above their combined 
ratio for state and local taxes. It may 
be interesting to note that, if the years 
afte: 1939 which were affected by 
stepped-up defense expenditures and the 
war are eliminated, the combined ratio 
for the peace-time period from 1922 to 
1939, inclusive, was 9.84% for the munic- 
ipallv-owned plants (8.63% if adjusted 
for PWA grants received from 1934 
to 1939, inclusive) as compared with 


11.64% for total taxes and 8.60% for state 


and local taxes of private companies. !° 

Thus, the total contributions in money 
and free services of the electric depart- 
ments of municipally-owned generating 
plants in Minnesota year by year ovei 
the 25-year period covered in this study, 
with the exception of only four years, con- 
stitute a smaller ratio of their gross 
electric income, corrected to include the 
monetary value of these free services, 
than the ratio of all taxes charged against 
the electric department to the electric 
gross income of private electric utilities 
serving communities in Minnesota. 
However, the ratios of contributions to 
gross income of these publicly-owned 
plants are more than the ratios of state 
and local taxes to gross income of private 
companies in 15, or 3 /5 of the years in the 
period. These 15 years came after 1930 
with two exceptions and include the last 
3 years of the period. The excesses of 
the ratios for publicly-owned plants over 
those for state and local taxes of private 
companies were very small in six of these 
years. However, it might be added that 


10 Borak, op. cit., February 1941, p. 65. 





the 
we 
yee 
def 
bint 
hig’ 
stat 
A 
the 
incc 
gre 
ious 
ally 
com 
year 
com 
non- 
smal 
noth 
publ 
woul 
54) y 
latio: 
rule 
over 
The 
mone 
eratil 
wher 
parat 
the | 
irregt 
ment; 
sion ; 
to 1° 
were 
public 
in fin: 
sure, 
crease 
from 
both, 
pearec 
policy 
ation. 


stoppe 
the de 


TAX EQUIVALENTS IN MINNESOTA 


the deficiencies for the other 10 years 
were also very small in three of these 
years. The excesses more than offset the 
deficiencies to make the over-all com- 
bined ratio for publicly-owned plants 
higher than the corresponding ratio for 
state and local taxes of private companies. 


As to individual publicly-owned plants 
the proportions of contributions to gross 
income are very un-uniform. There are 
great differences between ratios of the var- 
ious plants for a particular year. Gener- 
ally those in the comparatively larger 
communities have contributed in recent 
years larger proportions of their gross in- 
comes than those in smaller places. The 
non-contributors are for the most part 
small plants, with several contributing 
nothing in recent years. The ratios for 
publicly-owned plants in Tables I and III 
would be smaller if 12 plants (out of the 
54) which are in communities with popu- 
lations over 5,000 were excluded. As a 
rule there are wide variations in ratios 
over the years for the individual plant. 
The contributions, particularly the 
money transfers, of publicly-owned gen- 
erating plants, even in communities 
where the plants consistently make com- 
paratively significant contributions over 
the course of time, are much more 
irregular than taxes as sources of govern- 
mental revenues. During the depres- 
sion after 1930, particularly from 1931 
to 1935, inclusive, these contributions 
were quite frequently the result of 
public pressure for them by communities 
in financial difficulties. Under this pres- 
sure, liberal contributions or liberal in- 
creases in them were made for a time 


from earnings, past accumulations, or . 


both, at a pace which sometimes ap- 
peared to be detrimental to a sound 
policy concerning provisions for depreci- 
ation. Then the contributions were 
stopped or became less liberal. At times 
the demands of the public for contribu- 
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tions to the municipality or for reductions 
in rates to private customers, together 
with its lack of understanding of depreci- 
ation and the necessity for its provision, 
have presented a difficult situation for the 
managers of publicly-owned utilities. 
However, the author has noticed that in 
recent years an effort is being made in a 
rather rapidly increasing number of 
municipalities, particularly the compara- 
tively larger ones, to institute and main- 
tain a somewhat definite policy as to 
regular annual money contributions to 
the community—sometimes referred to 
as a “‘tax” or “‘tax equivalent” and in 
some instances expressed as a fixed 
amount and in a few instances as some 
per cent of gross income. 

Hence, because of differences and vari- 
ations between publicly-owned plants, 
what they do with respect to contribu- 
tions relative to the taxes of private com- 
panies is one matter as to an aggregate of 
them, as that in Tables I and III, and 
another matter as to an individual plant. 
Of course, the data in these tables and 
Table II pertain to a group of publicly- 
owned plants and a group of private com- 
panies year by year and for the whole 
period covered and not to individual 
plants or private companies. However, 
it appears that, with some exceptions, the 
contributions in communities with muni- 
cipally-owned generating plants have not 
been the equivalent of total taxes. On 
the other hand, it appears that these con- 
tributions have been a little above the 
equivalent of state and local taxes on the 
average, with numerous or many excep- 
tions above and below this average. 


Electric Rates 


It may be contended that, if the contri- 
butions are less than taxes, the service 
rates to customers in communities with 
publicly-owned generating plants are 
lower than those of private utilities, for 
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the rates may be predicated in the former 
upon costs of operation which do not 
necessarily include taxes. Such a con- 
tention is not warranted by the data pre- 
sented in Table IV with respect to current 
for residential use which is financially the 
chief market for publicly-owned plants; 
and Table V with respect to current for 
commercial lighting which is second in 
importance as a market for these plants. 
The data on residential charges in Table 
IV for communities with populations of 
500 or more, based for the most part on 

11In this study the median average has been selected 
over other possible types of averages with respect to service 
charges with one exception, municipal taxes, and municipal 


debts because the influence of some extreme cases on the 
result is minimized in its computation. Among the electric 
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rate information gathered and issued by 
the Federal Power Commission, reveal 
that the average monthly bill for residen- 
tial use in 1946 was the same for 15 kwhs. 
and higher for the other amounts—25, 
40, 100, 250, and 500 kwhs.—in 62 com- 
munities (out of 64 operating during the 
year) sérved in 1946 by their municipally- 
owned generating plants as a group than 
in 245 communities (out of 578) served 
by private electric companies as a 
group.'! In 1940, the average monthly 
residential bill of publicly-owned plants 
plants and communities covered in this study, there are 
some extremely high and low cases with respect to service 
charges, taxes, and debts which are attributable to unusual 


or abnormal conditions. In such a situation, use of the 
median average is considered sound statistical practice. 


TABLE IV—Cuwarces MADE BY MUNICIPALLY-OWNED GENERATING PLANTS AND PRIVATE COMPANIES 
In MINNESOTA FOR RESIDENTIAL UsE oF ELECTRIC CURRENT IN 1946* 


(net monthly charge) 
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195 
193 
193 
193 
186 
178 


$ 1.00 
$ 1.00-$1.50 
1.60-— 2.40 
3.50— 4.50 
6.75— 7.50 
9.25-10.00 


$ 1.50 
2.43 
S14 
5.70 
9.37 
14.10 


$1.00 
1.25 
2.00 
4.00 
1a 
9.75 


$1 .00-$1 .20 
1.42- 1.90 
2.16— 2.80 
3.90-— 4.60 
6.75— 8.15 
9.44-11.05 


$ 2.00 
3.00 
4.05 
6.30 
10.75 
18.00 


$ .50 

63 
1.00 
2.04 
3.84 
5.84 


$1.00 
1.56 
2.32 
4.32 
7.45 
10.17 



































* Computed and compiled from data on rates in Federal Power Commission, National Electric Rate Book, Minnesota Section, 
Jay 1946 and from rate data obtained directly for a few communities with populations of 500 or more but less than 1,000 for 
which the rate schedules are not presented in the National Rate Book. The National Rate Book presents the rate schedules 
of communities with populations of 1,000 or more and those of smaller communities of 500 population or more to 1,000 for 
which the rate schedules are the same as those in the larger places. The columns showing median charges are interesting. It 
will be noted that the charges of the private companies are the same for 15 kwhs. and are lower than those of municipally- 
owned generating plants fcr all of the other amounts of current. Furthermore, these charges of the private companies are 
— upon on rates unadjusted downward for taxes which they pay and from which municipally-owned generating 
ants are exempt. : 
PTwo communities with municipally-owned generating plants but with Depniatens of less than 500 as well as 80 communities 
which own their electric distribution systems and 8 communities with distribution systems owned by a re 
generating plant in one case and municipally-owned distribution systems in two cases elsewhere are not included. These 
places purchase current at wholesale from private companies in most cases and from municipally-owned generating plants 
and REA cooperative power associations in others. . 
t All but three of the communities with populations of 500 and over served by private companies. Hence, besides these three 
laces, 880 communities with populations of less than 500 served by private companies as well as 25 communities served by 
EA cooperative power associations at retail are not in this table. 
§ Billings are based on a five-room residence for the following services with the various amounts of current: lighting and small 
appliances for 15, 25, and 40 kwhs.; lighting, small —— and refrigeration for 100 kwhs.; lighting, refrigeration, and 
cooking for 250 kwhs.; and lighting, refrigeration, cooking, and water heating for 500 kwhs. These service distinctions are 
significant, of course, only for communities which have separate rates and meters for them. 
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was lower for 40 and 100 kwhs. and 
higher for the other amounts.'?_ In 1935, 
they were lower for 15 and 25 kwhs. and 
higher for the other amounts. '* 

The downward tendency in electric 
rates of both publicly-owned and private 
utilities during the decade of the 1930’s 
continued during the 1940’s covered in 
this study. As to residential use, com- 
parison of the data in Table IV with 
similar data compiled from the same basic 
sources in the previous studies shows that 
the average monthly bills for the various 
amounts of current in 1940 were lower 
than those in 1935 for all of the amounts 
in both groups of communities, and in 
1946 were lower than those in 1940 for 
all but one of the amounts (for 15 kwhs. 
from private companies the charge was 
the same) in both groups of communities. 
However, the extent of the decreases 
varied with the amount of current and 
group of communities. The average or 


median charges of municipally-owned 
plants in 1946 were lower than those in 
1940 to the extent of 5c for 15 kwhs., 19c 
for 25 kwhs., 22c for 40 kwhs., 18c for 
100 kwhs., 34c for 250 kwhs., and 48c 


for 500 kwhs. For private companies 
they were the same in 1946 as in 1940 
for 15 kwhs. but were lower to the extent 
of 41c for 25 kwhs., 66c for 40 kwhs., 
56c for 100 kwhs., 35c for 250 kwhs., and 
48c for 500 kwhs. Hence, the reductions 
in recent years by private companies have 
been generally greater than those by 
municipally-owned plants. Of course 
this situation resulted in the differences 
between the averaye or median charges 
in the two groups of communities be- 


coming greater in 146 than they were in. 


1940. In 1940 the excesses of the aver- 
age charges of publicly-owned plants over 
those of private companies were 5c for 
15 kwhs., 9c for 25 kwhs., minus 12c 


12 Borak, op. ctt., February 1941, p. 66. 
13 Borak, op. cit., May 1937, p. 127. 
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(lower) for 40 kwhs., minus 6c (lower) 
for 100 kwhs., 19c for 250 kwhs., and 42c 
for 500 kwhs. In 1946 they were zero 
for 15 kwhs., 31c for 25 kwhs., 32c for 40 
kwhs., 32c for 100 kwhs., 20c tor 250 
kwhs., and 42c for 500 kwhs. In other 
words, the various average bills in the 
two groups of communities were farther 
apart in 1946 than in 1940. In contrast, 
they were closer together in 1940 than 
they were in 1935 due to the fact that 
between 1935 and 1940 the reductions 
by publicly-owned plants were generally 
greater than by private companies.‘ 
In short, the average monthly residential 
bills for the various amounts of current 
became closer together between 1935 
and 1940, but became farther apart 
between 1940 and 1946. 

The data on commercial lighting 
charges in Table V for communities with 
populations of 1,000 or more, based on 
rate information gathered and issued by 
the Federal Power Commission, reveal 
that the average or median monthly bill 
for commercial lighting in 1946 was 
higher for all the various amounts of 
current—50, 150, 375, 750, and 1,500 
kwhs. in 56 communities served in 1946 
by their municipally-owned generating 
plants as a group than in 110 communi- 
ties served by private electric companies 
asagroup. A comparison of charges for 
commercial lighting was not undertaken 
in either of the two previous studies. 

In the light of the rapid growth of REA 
distribution cooperative power associa- 
tions which supply through their rural 
transmission lines their member farmers 
at retail current purchased from else- 
where at wholesale, the comparative 
average wholesale charges of the three 
types of suppliers to these distributive 
cooperatives are interesting. The data 
here pertain to the year ending June 30, 
1946 and do not include energy resold 


14 Borak, op. cit., February, 1941 p. 67. 
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by one distribution cooperative to an- 
other or energy sold on a standby basis. 
Here the weighted arithmetic mean is 
used because of the small number of 
cases. However, the relative positions of 
the three types of suppliers would have 
been the same had the median average 
been computed here. Incidentally, some 
distribution cooperatives purchase cur- 
rent at wholesale from more than one of 
these types of suppliers. Six private 
companies supplied 41% of the current 
involved here to 27 cooperatives at an 
average charge of 1.20c per kwh. 
Twenty-one municipally-owned generat- 
ing plants supplied 32% of the current 
involved here to 18 cooperatives at an 
average charge of 1.22c per kwh. Five 


18 Computed from data in United States Department 
of Agriculture, Rural Electric Adininistration, Eighth 
Annual Report of Energy Purchased by REA Borrowers, Fiscal 
Year Ended June 30, 1946, pp. 29-31. 


REA generating cooperatives supplied 
27% of the current involved here to 16 
cooperatives at an average charge of 
1.35c.1° Thus the private companies 
“take the inning” again. 

It may be contended by some that the 
substantial number of municipally- 
owned electric enterprises in Minnesota 
probably has been a competitive factor 
making for a lower level of rates in the 
state than would prevail otherwise. 
Others may differ with this contention. 
It is significant to note that during the 
war the private companies met the 
greatly increased demands for tax rev- 
enues by the federal government as 
well as their state and local taxes and at 
the same time reduced their service rates 
to a greater extent than did publicly 
owned plants while the latter made con- 
tributions to their municipalities a little 
above the state and local tax equivalent. 


TABLE V—Cnuarces MapE By MUNICIPALLY-OWNED GENERATING PLANTS AND PRIVATE Com- 
PANIES IN MINNESOTA FOR ELECTRICAL CURRENT FOR COMMERCIAL LIGHTING IN 1946* 


(net monthly charge) 








62 Communities Served by Municipally- 
Owned Generating Plantst 


245 Communities Served by Private 
Companiesf{ 





Approximate 
Middle Half of 
Communities 


Approximate 
Middle Half of 
Communities 








Kwhs. | High | Low Range 


High | Low | Med-| No. Range 


lan 





$2.93 $3.70 
7.50- 9.30 
16.10-19 .43 
26.75-33.75 
45 .98-58 .00 


50 |$ 5.00 1$1.25 
150 | 12.50 | 3.75 
375 | 28.25 | 9.38 
750 | 53.50 |17.50 
1500 | 94.50 |32.50 

















$ 2.50-$3.10 
7.50— 8.23 
16.15-17.00 
2950-31 .12 
52.00-53.50 


$ 2.25'§ 2.50 
9.34 | 6.08| 7.50 


$ 4.00 


13.16} 17.00 
23.85} 29.50 
39.69} 52.00 


20.59 
39.00 
76.50 




















*C ited and 





pally-owned generating plants are exempt. 


+ Communities which own their electric distribution systems and purchase their current at wholesale from elsewhere are not 
le. 


in this tabl 


t Communities served at retail by REA cooperative past associations are not included in this table. Incidentally, all of the 


communities so served have populations of less than 1,000. 


p piled from data on rates in Federal Power Commission, National Electric Rate Book,. Minnesota Section, 
July 1946 for communities with populations of 1,000 and over. Communities with populations less than 1,000 are not included. 
The columns showing median charges are interesting. It will be noted that the charges of the 
than those of municipally-owned generating plants for all the various amounts of current. Furthermore, these char; 
private companies are based upon their actual rates unadjusted downward for taxes which they pay and from whi 
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Tax Rates and Debts in Communities 
with and without Municipally- 
Owned Electric Utilities 


From what has been said above, the 
reader may infer that municipal prop- 
erty taxes and municipal indebtedness 
are lower in cities and villages where 
utility service is supplied by municipally- 
owned plants than in those relying on 
private utilities. The service rates to pri- 
vate customers are higher in the former 
than in the latter to make possible the 
payment of the tax equivalent. In the 
light of the comparison between contri- 
butions of municipally-owned electric 
plants, all of which go to the municipal- 
ities that own them, and taxes of private 
utilities, the taxes and debts (at least the 
taxes) should be lower in the former 
localities, providing “other things are 
equal.” The contributions are slightly 
above the state and local tax equivalent 


(on the average) and go entirely to one 


local—the owner municipality. But 
other things are never actually equal. 
However, if taxes and debts are higher, 
the situation is certainly contrary to 
that claimed by many enthusiasts for 
government ownership and operation of 
electric utilities. One must be cautious 
in drawing conclusions from the com- 
parative data sometimes presented in this 
controversy. 

One can take a sample of 20 Minnesota 
cities with municipally-owned electric 
plants and 20 cities without municipally- 
owned electric plants, exclusive of the 
three large cities. Results will depend 
on the selection of the cities that go into 
the two samples. Furthermore, the tax 
levy depends on many factors other than 
what the utility pays. If municipal 
taxes or debts are being compared, the 
variation in the distribution of duties 
bet:veen the counties and cities should 
be remembered. For example, in some 
counties the county government levies 
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taxes for relief purposes; in others the 
localities take care of the levy. Fur- 
thermore, whether one considers taxes or 
debts for municipal purposes or for all 
local purposes, including schools, or for 
all purposes, including the state, the 
amounts will vary among cities, depend- 
ing on the amount and quality of services 
demanded and also on the amount of 
taxable property or wealth. Besides, 
tax rates and debts are affected by the 
quality of assessment practices which 
varies- from locality to locality. There 
is no uniformity in services demanded, 
distribution of services between govern- 
ments, per-capita taxable property, or 
quality of assessments between the vari- 
ous local units. 

In the comparisons which follow, all 
cities and villages in the state which own 
their electric generating plants and dis- 
tribution systems (all are incorporated 
cities and villages) are placed in one 
group, and all the incorporated cities 
and villages which are served by private 
electric utilities, REA distribution co- 
operatives, or an unknown type of serv- 
ice if any, are placed in another. 

In Minnesota the median municipal 
tax levy per capita (on tangible property) 
for 1946 levies payable in 1947 is $10.25 
in the 63 communities served by munici- 
pally-owned generating plants, and $6.25 
in the 609 communities served by private 
electric utilities in 578 cases; by REA 
distribution cooperative power associa- 
tions in 25 cases, and by an unknown 
source of service, if any, in six cases. 
The median municipal tax levies plus 
special assessments per capita for the two 


‘groups of communities are $10.75 and 


$6.49, respectively.16 With 369 or over 
one-half of the 609 municipalities in the 
latter group free of bonded debt to give a 
median of zero, the median municipal 


16 Computed and compiled from data supplied by the 
Minnesota Department of Taxation. 
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gross bonded debt per capita as of De- 
cember 31, 1946 is $32.68 in the 63 
communities served by municipally- 
owned generating plants and zero in 
609 communities served by private com- 
panies, REA distribution cooperative 
power associations, and an unknown type 
of service. The median municipal net 
bonded debt (gross bonds and certificates 
outstanding less cash on hand in local 
debt service funds and in the county 
auditoi’s state loan accounts) per capita 
for the two gioups of communities is 
$25.43 and zero, respectively. The 
median ratios of municipal gross bonded 
debt to assessed valuation of tangible 
property for the two groups of communi- 
ties are 10.96% and zero, respectively. 
Those for municipal net bonded debt to 
assessed valuation of tangible property 
are 10.14% and zero, respectively.!7 
Data on per capita debt and gross debt 
to assessed valuation were not presented 
in the previous studies. 

The relative positions of these two 
groups of communities as to municipal 
taxes and debts in 1946 are the same as 
those in 1940 and 1935.!5 However, in 
the past seven years, the amounts of the 
tax levy per capita, tax levy plus special 
assessments per capita, and net debt ratios 
to assessed valuation have decreased in 
both groups of communities. War re- 
strictions have eliminated some occasions 
for local levies of taxes and special assess- 
ments and many occasions for issuance of 
local bonds, and the continued avail- 
ability of local current revenues have 
left surpluses for reduction of local 
debt. Besides, tax and debt data in 
this study are based on 1940 popula- 
tion figures which are generally higher 
than the 1930 population figures used in 
the previous studies, and on 1946 assessed 
valuation figures which are higher than 


17 Computed and compiled from data supplied by the 
Minnesota Office of Public Examiner. 
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those of the preceding years of the previ- 
ous studies. Assessed valuations declined 
in the late 1930’s and early 1940s. 
Furthermore, the rates of decrease have 
been smaller in two of the three amounts 
for the group of communities served by 
municipally-owned generating _ plants 
than for the other group. Between 
1940 and 1946 the average or median 
municipal tax levy per capita declined 
40c or 3.76% in the communities with 
publicly-owned plants and 49c or 7.27% 
in communities served by private com- 
panies, REA distributive cooperatives, or 
an unknown source of service. The 
average municipal tax plus special as- 
sessments per capita declined $1.66 or 
13.38% in the former and 65c or 9.10% 
in the latter. The average ratio of 


‘municipal net debt to assessed valuation 


declined $1.42 or 12.28% in the former 
and 100% (zero median) in the latter. 
The persistence of higher tax levies per 
capita and lesser percentage decrease in 
them over the last seven years in com- 
munities served by their municipally- 
owned generating plants which have been 
contributing the equivalent of state and 
local taxes and better, at least as indi- 
cated by the large proportion of these 
plants included in this study, are very 
interesting, and, indeed, very surprising. 
Equally interesting and surprising, as 
pointed out in the previous study, were 
not only the persistence of comparatively 
high tax levies per capita but the com- 
paratively great percentage of increase 
in them in communities served by their 
municipally-owned generating plants be- 
tween 1935 and 1940, when tax levies per 
capita were increasing. Probably people 
who want public ownership and oper- 
ations have comparatively liberal desires 
and demands for public services in 
general and vice versa. 


18 Borak, op. cit., February 1941, p. 68, and May 1937, 
p. 128. 
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The case with respect to tax- and debt- 
free cities and villages in Minnesota is 
likewise interesting. In 1946 only 25 
of the 755 incorporated cities and villages 
in the state reported no 1946 municipal 
property tax levy or municipal property 
tax levy plus special assessments payable 
in 1947. One of these places has a 
population of 1,317 and the rest have 
populations under 800 with 16 of them 
under 300. They are served by private 
electric companies in 21 of the 25 cases 
and by municipally-owned electric dis- 
tribution systems without generating 
plants in four cases. Significantly, 15 of 
these 25 tax-free communities had munic- 
ipal liquor stores which in general are 
quite productive of revenues above 
costs to supplement or replace taxation. 
There were 423 communities which re- 
ported no municipal bonded debt. as of 
December 31, 1946. Of these, 344 are 
served by private electric companies, 11 
by their municipally-owned generating 
plants, 40 by their municipally-owned 
electric distribution systems without gen- 
erating plants, three by electric distri- 
bution systems owned by municipally- 
owned systems in near-by cities, 19 by 
REA distribution cooperative power as- 
sociations, and six by an unknown type of 
service if any. 


It might be contended that the com- 
paratively larger debts on the average in 
localities with municipally-owned gener- 
ating plants may be attributable in part 
to the acquisition or construction of their 
electric facilities, which constitute valu- 
able earning assets behind the loans. On 
December 31, 1946, 19.23% of municipal 


bonded debt consisted of utility bonds. - 


As to the comparatively higher taxes on 
the average in these localities, it might be 
contended that the situation is only a 
statistical accident. The differences in 
tax rates among various communities 
may reflect differences among communi- 
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ties in the distribution of public functions 
between cities and their county govern- 
ments, in the amount and quality of 
services demanded, and in the amount of 
taxable property or wealth—all regard- 
less of municipal or private utility owner- 
ship. On the other hand, it might be 
contended that municipal ownership is 
not successful in some places and also 
quite generally not conducive to results 
alleged by some enthusiasts for it due to 
inability to generate current economi- 
cally in small places, managerial ineffi- 
ciency, or politics. In any case, freedom 
from local taxes or debts does not seem 
to be associated with any particular type 
of utility ownership. 


Conclusion 


The diversity in accounts of munici- 
pally-owned utilities makes analysis diffi- 
cult. Unfortunately, services from the 
utility to the municipality, such as street 
lighting, are not always charged and 
paid for by the city, as is done in Roches- 
ter, Virginia, and Moorhead. It might 
be well also if municipal electric plants 
included in costs upon which rates are 
based not only adequate provision for 
depreciation but also the equivalent of 
taxes that a private utility would have to 
pay. Such a charge might well be col- 
lected. Rochester, Le Sueur, and 
Sleepy Eye are to be commended in this 
respect. Minimum electric rates to 
which the utility customer is entitled are 
those predicated upon costs of operation 
including interest on debts, reasonable 
provision for depreciation, '® and the tax 
equivalent. 


19 But to include both depreciation and sinking fund or 
amortization of investment might mean double allowance 
for that part of the cost of the plant financed by bonds. If 
a community pays all interest and retires its purchase bonds 
during the life of the plant, it need not also set up a depreci- 
ation reserve out of which to restore the plant, if it wants 
each generation to finance its own services. If, however, 
a community owns a public utility plant free of debt and 

(Footnote 19 continued on page 393) 
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The findings of this study in Minnesota, 
on the whole, indicate that the contri- 
butions of municipally-owned electric 
generating plants to their communities 
generally have not been equivalent to 
total (federal, state, and local) taxes. 
However, they have been equivalent to or 
in excess of the equivalent of state and 
local taxes. The findings also indicate 
that such public ownership distinctly has 
not resulted in comparatively low munici- 
pal tax rates or debts or even in compara- 
tively low recent decreases in them in 


spite of what equivalence or better has 
obtained between contributions and state 
and local taxes over the years. Further- 
more, the findings indicate that the public 
has not realized an offsetting gain in the 
form of comparatively low electric rates 
from such ownership. 


(Footnote 19 coniinued from page 397) 


has no interest to pay, it should build a depreciation re- 
serve for replacing the plant if it wants to pay its own way 
and leave the next generation in as good a position as it 
found itself. The differences between public and private 
accounting and the legitimate requirements of public policy 
should be kept in mind in this connection. 


' 
‘ 
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An Economic Evaluation of FHA’s Property 
Improvement Program 


By CARTER McFARLAND* 


AS FHA’s Title I modernization 
program accomplished the purpose 
for which it was established?! Some will 
quickly answer yes, and cite the 6,128,- 
254 property improvement loans totaling 
about two and one-half billion dollars 
which have been insured under Title I 
during the past 12 years. Undoubtedly 
the stimulation of modernization and re- 
pair loans in such volume has done much 
to improve the existing housing stock. 
But there is more to Title I than this. 
Like other federal legislation of the 
period affecting housing, Title I is char- 
acterized by a curious duality of objec- 
tive. It was not only a program de- 


signed to improve housing standards and 


conditions; it was also a part of the 
federal government’s fiscal policy de- 
signed to influence the volume, terms and 
maturities of credit extended to finance 
real property and, thereby, to stimulate 
employment. If anything sets Title I 
apart from other federal housing legis- 
lation it is the fact that even more empha- 
sis than usual was placed on the fiscal 
aspects of the plan, even less on its impli- 
cations for housing. 

During the early years of its operation 
Title I was conceived and administered 
almost exclusively as a recovery measure 
aimed at putting men back to work by 
stimulating the flow of funds into the con- 
struction industry. After 1938 there 


was a gradual decrease of emphasis on — 


* Associate Professor of Economics, College of St. 
Thomas. 

! Title I of the National Housing Act provided for a sys- 
tem of government insurance on instalment loans made “‘for 
the purpose of financing alterations, repairs, and improve- 
ments upon real property.” The face amount of an indi- 
vidual note was limited by the Act to $2,000 but this was 
increased by subsequent amendments to $5,000. Maximum 


the strictly emergency nature of Title I 
and an increased emphasis on its permd- 
nent place in the federal fiscal structure. 
This change was reflected in the 1939 
amendments which provided for a pre- 
mium to be charged lending institutions 
for Title I insurance, designed to make 
the operation pay its way. In 1941 
Title I entered another phase, during 
which efforts were made to adapt it to the 
limitations and needs of a war economy. 
This was a period which presented ex- 
actly the reverse economic circumstances 
of those in which the modernization plan 
was created. 

Title I, then, is not only a housing 
measure; it is also an instrument of fiscal 
policy. What were its objectives and by 
what standards can its success be meas- 
ured? Title I clearly has been an at- 
tempt on the part of the federal govern- 
ment to influence the volume of instal- 
ment credit outstandings in the field of 
property repair and improvement. Since 
increased employment has been the final 
objective, this attempt evidently has been 
based on the assumption that a change in 
the volume of instalment credit out- 
standings can influence the volume of 
monetary purchasing power and that 
additions to monetary purchasing power 
can have a stimulating effect on produc- 
tion and employment. Inherent in Title 
I also is the assumption that the volume 
of instalment credit outstandings in this 


maturities permitted on insured notes have been generally 
five years. Maximum financing charge permitted by FHA 
on Title I loans has been a charge equivalent to a $5 dis- 
count on a $100 note. This amounted to a true rate of 
9.72 percent on the diminishing balances. Under an 
amendment passed in 1938 some loans have been made to 
finance the building of low-priced houses, but this has not 
been a significant part of the Title I operation. 
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field could be increased through a pro- 
vision for federal insurance against loss 


which, in effect, guaranteed to the lend- - 


ing institution the liquidity of the loans. 
It evidently was assumed, also, that an 
increase in instalment credit outstandings 
could be facilitated by a relatively low 
credit cost to the consumer and an in- 
crease in the length of maturities of the 
loans. 


Such a plan as this could hardly be 
based on classical economic theory. The 
classical equation of exchange, first for- 
mulated by Jean Baptiste Say, described 
exchange as essentially a process of barter 
between producers. Each person’s pur- 
chasing power was represented by goods 
which he himself brought to the market. 
Thus, total purchasing power would re- 
main identical with output regardless of 
the quantity flow of money. Money, 
therefore, played an entirely neutral role, 
merely oiling the wheels of exchange. 
On the basis of this theory, the introduc- 
tion of additional consumer credit could 
never increase total purchasing power. 
Such an addition of consumer credit 
might increase the demana for consumer 
goods but this necessarily would mean a 
corresponding reduction in the demand 
for producers’ goods and, therefore, no 
change in aggregate output. Since the 
classicists laid great stress on the forma- 
tion of capital, a shift of productive 
facilities in the consumer goods industries 
would, in the long run, influence the rate 
of production by retarding the flow of 
capital into production. This explains 
why the classical economists tended to 
consider consumer credit as “‘spendthrift’”’ 
credit, holding that it facilitated the flow 
of credit into extravagant living and con- 
tributed nothing to production. Thus, 
Title I, which was expressly designed to 
stimulate the volume of consumer credit, 
would have found no supporters among 
the classical economists. 
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Only with J. M. Keynes and his fol- 
lowers was a general economic theory 
advanced which held that increases in 
monetary purchasing power could be 
stimulating to production and to employ- 
ment. The Keynesian theory held that 
the amount of employment in a free 
economy is determined by the decisions 
of individual employers. Their deci- 
sions as to the number of people they 
employ, the amount of products they pro- 
duce, and the investments they make in 
new plant equipment are guided largely 
by the outlook for profits, which depend 
upon the opportunity to sell goods profit- 
ably, that is upon demand. Demand, 
however, depends upon money expendi- 
tures by individuals. The ability of 
people or corporations to expend money 


for goods, in turn, depends upon the 


expenditures of other people or corpora- 
tions. ‘This full flow of expenditures and 
of incomes, however, is retarded by the 
fact that men do not spend their full 
incomes: they save. Their savings do 
not all go into investment in factories and 
machines which flow out at once as in- 
come. Investment rests upon the deci- 
sions of business executives as determined 
by their profit outlook. The very act of 
saving, however, reduces the outlook fo1 
profit because it reduces the demand for 
goods. In short, the decision of indi- 
viduals to save reduces the demand for 
consumers’ goods without increasing the 
demand for capital goods. There can- 
not be full employment of resources, ac- 
cording to the Keynesian theory, if the 
amount that businessmen are willing to 
invest is less than the amount that all 
individuals combined would want to save 
out of incomes which full employment o 
resources would entail. 


Thus, according to this theory, the 
relation between saving and investment 
determines the immediately succeeding 
movement of incomes. But the relation 
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between saving and investment is deter- 
mined by the rate of spending and by 
the rate of investment. An injection of 
idle money or credit into the income 
circulation (dissaving) tends to produce a 
multiple expansion of effective demand 
by virtue of its primary, secondary and 
tertiary effects. A withdrawal o1 money 
or credit (saving) correspondingly tends 
to produce a multiple contraction of 
effective demand. 

Under this theory it has been generally 
held? that additions to consumer credit 
outstandings constitute a net addition to 
total purchasing power and therefore to 
effective demand and are stimulating to 
production and employment. This con- 
clusion is based on the belief that most 
consumer instalment credit is not of the 
transfer type, that is, that an outlay of 
consumer credit does not entail a cor- 
responding amount of saving either by 
the borrower or by the lender. This 


thesis is the only one on which Title I can 
be justified on the basis of economic 
theory. 

The Keynesian viewpoint also offers an 
explanation of a significant aspect of the 
manne in which Title I was administered 
and of why it was so heavily supported 


by business interests. ‘Title I has been 
generally viewed as a government ex- 
cursion into the field of consumer credit. 
The National Bureau of Economic Re- 
search has so identified it by including a 
study of Title I in its series of Studies in 
Consumer Instalment Financing. In Volume 
5 of this series, Joseph D. Coppock states 
that: ““The FHA scheme is unusual be- 
cause it represents perhaps the only in- 
stance of government insurance of con- 
sumer loans.” 
Haberler and other authors have also 
considered it in this light.‘ Certainly a 

2 See Rolf Nugent, Consumer Credit and Economic Stability 
(New York: Russell Sage Foundation, 1939) and Gottfried 


Haberler, Consumer Instalment Credit and E ic Fluctuati 
(New York: National Bureau of Economic Research, 1942). 
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preponderant proportion of the loans 
insured under Title I represented notes 
signed by home owners to finance the 
purchase of roofing, siding, painting, 
plumbing, heating, remodeling and other 
consumption items. There can be no 
question that Title I insurance and the 
whole Title I program of promotion were 
aimed largely at stimulating what, legal- 
istically, were consumer obligations to 
finance consumer transactions. 

From the economic standpoint, how- 
ever, the Title I program can hardly be 
considered a program of consumer credit. 
From this viewpoint it was rather a sys- 
tem of insurance of producers’ credit, or 
perhaps better, of distributors’ credit. 
It was the lending institution which was 
insured against loss, not the consumer. 
It was the manufacturer, dealer, and 
lender with whom the Federal Housing 
Administration worked most closely and 
whom it actually was servicing primarily. 
It was they in whom the offer of insurance 
against loss stimulated the first action 
and only secondarily, through them, were 
the consumers stimulated to act. At 
least 80 percent of Title I insured trans- 
actions were originated through dealers, 

In classical economic theory, even as 
late as Marshall, the consumer was 
sovereign. It was the consumer’s deci- 
sion to consume, and to buy what he 
wanted to consume, that was considered 
to be critical. But, with the rise of what 
some have called the ‘‘Keynesian revolu- 
tion,” this viewpoint changed. As we 
have seen, in the theory of Keynes, the 
emphasis is taken from the decision of the 
consumer and placed upon the strategic 
implication of the decision of the pro- 
ducer, the distributor, and the dealer. 
It was the producer’s decision to pro- 
duce, based on his estimates of the 

3 Joseph D. Coppock, Government Agencies of Consumer 
Instalment Credit (New York: National Bureau of Economic 


Research, 1940), p. 2. 
‘See Nugent and Haberler, loc. cit. 
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marginal efficiency of capital, which put 
income into the hands of consumers. 
However, in the Keynesian theory, the 
rate at which consumer incomes flow back 
to producers through expenditures plays 
an important role too. For, if the rate of 
spending is reduced by excess saving, 
producer’s decisions for the next period 
will be affected. This explains the 
Keynesian emphasis on the “‘propensity 
to consume”’ and also explains the efforts 
through Title I to increase the rate of con- 
sumer expenditures. ‘Thus we have an- 
other significant factor which links Title I 
to Keynesian economic theory. For the 
character of Title I as well as its adminis- 
tration apparently were based upon the 
implicit assumption of the strategic im- 
portance of the producer’s decision and 
the producer’s action. 

On the basis of these considerations we 
may now attempt a summary of the 
problems which must be considered in an 
economic analysis of Title I. The funda- 
mental problem is to discover to what 
extent the Title I loans insurance activity 
succeeded in increasing the volume of 
consumer credit outstandings and to what 
extent such increases constituted stimulat- 
ing additions to total purchasing power. 
Thus, we may be able to arrive at some 
general conclusions about the amount of 
stimulation which Title I provided for 
employment. As part of the larger 
question it will be necessary also to 
analyse the extent to which the Title I 
program served to influence the nature 
and extent of credit facilities in this field, 
for changes in the institutional facilities 
for the granting of consumer credit are 
closely linked with the volume of such 
credits and with their stimulating nature. 
Also in need of analysis is the influence of 
Title I on credit charges and on maturi- 
ties, for such factors will shed light, too, 
on the stimulating nature of the plan. 


Since Title I has been in operation for 


product. 
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well over ten years under various eco- 
nomic conditions, it will be enlightening 
to explore its relation to the economic 
system at different points in the cycle. 
To the extent that it was stimulating to 
production and employment, it is evi- 
dently more desirable at some points in 
the cycle than at others and the results of 
its operation may be different. This will 
bring us to a consideration of the eff- 
ciency of Title I as a system of credit 
control. 

Influence on the Nature of Credit Facilities 

for Property Improvement 


The dominant characteristic of the 
instalment financing which was available 
before 1934 for home improvement pur- 
chases was the fact that it was offered in- 
variably in connection with a single 
During the 1920’s the Ameti- 


can Radiator Company, the Holland 
Furnace Company, the Johns-Manviile 
Corporation, and some others in this 


field, developed instalment plans for 
financing dealers’ sales. In many cases 
the financing was carried by the manu- 
facturer. In other cases the manufac- 
turer made arrangements with a sales 
finance company to carry the paper of 
his dealers and encouraged his dealers to 
use the facility. By 1930 the Commercial 
Investment Trust and the Commercial 
Credit Company, two of the largest sales 
finance firms, were actively soliciting this 
kind of business both through dealers 
directly and through arrangements with 
manufacturers. Vittually all of the 
financing available on items of home 
improvement came through these sources. 
Almost none was done by commercial 
banks or other types of lending institutions. 

The Johns-Manville credit plan was 
available only to the customer of a Johns- 
Manville dealer who was purchasing one 
or more Johns-Manville products. The 
situation was similar in connection with 
plumbing, heating and other items. 
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Thus, the credit facilities for home im- 
provement work in the pre-Title I period 
were spotty and highly compartmental- 
ized on the basis of the interests of 
various manufactureis. 

When Title I loan insurance was proj- 
ected into this field in June of 1934 it, by 
definition, aimed at a substantial alter- 
ation in the credit facilities for property 
improvement work. To the extent that 
the Federal Housing Administration was 
successful in enlisting the participation of 
lending institutions in the Title I program 
it did more than accelerate and enlarge 
the growth of instalment credit facilities 
in this field. It is not too much to say 
that Title I actually provided a new 
form of credit for purchases of property 
improvements. The insured Title I loan 
provided a facility through which the 
property owner could finance on a single 
instalment note any of the various prod- 
ucts and services which fall in the cate- 


gory of alterations, repairs and improve- 


ments. It seems reasonable to conclude 
that this change in practice facilitated 
the use of instalment credit for a larger 
number of the items which make up 
property improvement transactions and, 
thereby, provided a condition likely 
to encourage greater use of instalment 
financing in this connection. 

This is one of the several characteristics 
of Title I (we shall examine the others 
later) which provided an inducement for 
an increased use of instalment credit. 
As we have noted and as we shall analyse 
in more detail later, such increases in the 
volume of consumer credit outstandings 
can, under certain conditions, constitute 
stimulating expenditures which will have 


the effect of increasing production and 


employment. 
Impact on the Volume of Credit Facilities 
Sor Property Improvement 
Title I also served considerably to en- 
large the credit facilities in the field of 
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property improvement. By the end of 
1934, 11,945 financial institutions had 
accepted contracts of insurance under 
Title I and thus were ready and willing to 
make loans for property improvement. 
It must be remembered, of course, that 
only somewhat over six thousand of these 
institutions actually made loans under 
the provisions of Title I. Of the insti- 
tutions signing up for Title I insurance, 
10,029 were commercial banks, slightly 
over a hundred were finance companies 
and the remainder were divided among 
building and loan associations, industrial 
banks, and miscellaneous institutions. 


Finance Companies. The largest part of 
the instalment credit which has been 
available for property improvement be- 
fore 1934 was offered through finance 
companies. However, the number of 
financing plans as well as the dealers 
through whom they were available to 
property owners were certainly limited. 

Shortly after Title I was enacted ap- 
proximately 100 finance companies were 
organized by manufacturers in the 
building industry specifically for the pur- 
pose of making Title I insured loans. 
Some of these finance companies dupli- 
cated previously existing facilities. For 
example,the Johns-Manville Corporation, 
which previously had been furnishing its 
own instalment financing plan, organized 
a separate finance company to purchase 
notes from its dealers. This was neces- 
sary in order to comply with Title I regu- 
lations. Similar things were done by 
ceitain other manufacturers. However, 
the largest proportion of the finance 
companies which were organized to par- 
ticipate in Title I were new companies in 
fact and, therefore, constituted a net in- 
crease in the instalment credit facilities in 
the field. In addition, it is certainly true 
that both new and existing facilities were 
more fully used as a result of the vigorous 
promotion which followed the enactment 
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of Title I, and, as a consequence, the 
financing facilities of each company were 
offered through a greater number of 
dealers to the property owner. 

Commercial Banks. The impact of Title 
I on the facilities for property improve- 
ment loans offered through commercial 
banks is easier to identify. Commercial 
banks had not generally been familiar 
with this type of financing and only an 
insignificant percentage had been offer- 
ing loans of this type before the enact- 
ment of Title I. By December 31, 1935, 
6,082 banks had made such loans under 
Title I insurance. The Federal Housing 
Administration estimated that less than 
one percent of the commercial banks were 
either organized or prepared to make in- 
stalment loans of this type before Title I 
was enacted. They estimated, further, 
that the 6,082 banks making loans as of 
December 1935, represented 85 percent 
of the total banking resources of the 
country. There is no indication of how 
this estimate was derived and it appears 
that it was probably too optimistic. 
Joseph D. Coppock, in his study of Title I 
made for the National Bureau of Eco- 
nomic Research, estimated that only 
two-fifths of the commercial banks of the 
country participated in the Title I plan.*® 
However, the large number of com- 
mercial banks which did enter the field of 
instalment lending for property improve- 
ment constituted a considerable net gain 
in the number of facilities available. 
When it is remembered that the Title I 
financing services of the typical commer- 
cial banks were offered through anywhere 
from several to a score or more dealers in 
his community, it becomes clear how 
greatly the entrance of commercial banks, 
increased the instalment credit facilities 
available for property improvement. 

5 Coppock, loc. cit., p. 28. 

‘ Ibid., p. 5. 


7 Hearings Before a Subcommittee of the Commitiee on 
Banking and Currency U.S. Senate, 74th Congress, 2nd Ses- 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Title Is stimulation of commercial 
banks to enter the field of instalment 
lending for property improvement is a 
significant accomplishment. Some have 
felt it to be the greatest accomplish- 
ment of Title I. Coppock called this 
“the principal contribution of FHA.’’® 
Federal Housing Administrator Stewart 
McDonald called it “the big thing.”’ 
The significance of the accomplishment is 
not limited only to the provision of instal- 
ment credit for property improvement. 
Many commercial banks which received 
their first experience with consumer in- 
stalment lending through Title I went on 
to expand their consumer credit facilities 
to other fields. John M. Chapman, in 
his study of the consumer credit prac- 
tices of commercial banks, cites the re- 
sults of a survey made to discover the 
reasons for commercial banks entering 
the field of personal lending. He reports 
that a significant number of the banks 
questioned stated that their success in 
handling Title I loans had suggested an 
extension of instalment lending to other 
fields. Rolf Nugent states that: “A 
large part of the subsequent growth of 
personal lending and instalment financ- 
ing by commercial banks can be traced to 
initial experiences with insured contracts 
for the modernization of homes.” ® 

There seem to be several reasons why 
commercial banks responded so readily to 
the Title I plan. In 1934 these institu- 
tions were experiencing a slack in their 
traditional business and unutilized re- 
serves were piling up. To those who were 
looking for substitute outlets for their 
funds the Title I insurance against loss 
was attractive. And, while much instal- 
ment paper was looked upon with suspi- 
cion by bank examiners and other au- 


sion, on S. 4212 (March 16, 1936), testimony of Stewart 
McDonald, p. 7. 

8 John M. Chapman and Associaties, Commercial Banks 
and Consumer Instalment Credit (New York: National Bureau 
of Economic Research, 1940), p. 23. 

® Nugent, loc. cit., p. 109. 
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thorities, Title I paper was quickly recog- 
nized by them as a sound investment. 
The fact that Title I paper could be re- 
discounted made it a liquid asset. More- 
over, the fact that these loans were in- 
sured by the federal government against 
loss and were being encouraged by a 
great program of publicity, gave them a 
respectability which other types of per- 
sonal instalment loans did not possess. 
In addition to all this, the Federal Hous- 
ing Administration was: instrumental in 
the passage of enabling legislation in 
most of the states permitting commercial 
banks to make loans for longer durations 
provided they were government-insured. 
Some of the enabling legislation specifi- 
cally exempted government-insured loans 
from the usuary statutes. Uncertainty 


about whether the usuary statutes applied 
to consumer loans by commercial. banks 
had previously caused many institutions 
to be reluctant about this type of lending. 


The other types of institutions which 
participated in the Title I plan were in- 
dustrial banks, building and loan asso- 
ciations, savings banks and a few insur- 
ance companies and credit unions. The 
volume done by these institutions was 
relatively small, however, and _ their 
participation constituted no significant 
addition to the facilities for credit in this 
field. 

The substantial rise in the number of 
financial institutions actively offering in- 
stalment credit to property owners un- 
doubtedly tended to increase the amount 
of instalment credit used for property 
improvement. Although we cannot iden- 
tify the exact increase in instalment 
lending facilities nor the exact amount of 
additional lending which was done 
through these sources (we shall examine 
the total stimulating effect of Title I 
later) it is certainly clear from what we 


10 N. R. Danielian, “The Theory of Consumers’ Credit” 
American Economic Review, (1929), footnote, p. 396. 
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have seen that Title I was responsible for 
establishing a condition which was favor- 
able to increased use of instalment credit 
in the field of property: improvement. 
Authorities generally agree that the in- 
stitutional development of instalment 
lending facilities, their standardization 
and widespread availability, play a large 
part in stimulating the increased use of 
instalment credit. 


Title I and the Cost of Credit 


It is not difficult to gain a fairly accu- 
rate general picture of the typical charges 
for instalment credit made in the field of 
property improvement before 1934. In 
1929 Mr. Milan V. Ayres, Annalist of the 
National Association of Finance Com- 
panies, was quoted as stating that finance 
charges vary from ten to twenty percent 
on the credit extended.'!° Dr. William 
T. Foster, of the Pollak Foundation for 
Economic Research, was quoted in 1934 
as stating that the interest or service 
charges for instalment credit through 
finance companies ranged from 15 to 200 
percent.!! These quotations evidently 
refer to a true interest rate on diminish- 
ing balances. Others familiar with fi- 
nance company practice have indicated 
to the writer that the charges of finance 
companies during the 1920’s and early 
1930’s ranged typically from a $6 dis- 
count to a $10 or $12 discount. Calcu- 
lated as a true interest rate on the de- 
clining balances .these charges would 
range from slightly less than 12 percent 
to something under 24 percent. In 1934 
the credit plan of the Johns-Manville 
Corporation provided for a credit charge 
of one percent a month which amounts 
to nearly 24 percent interest on the di- 
minishing balances. And Mr. Brown, of 
that company, testified before the Senate 
Committee holding hearings on the 


11 Hearings Before the Committee on Banking and Currency, 
U. S. Senate, 73rd Congress, 2nd Session, on S. 3603 (May 
16-24, 1934), testimony of Arthur J. Gross, p. 184. 
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National Housing Act that this was a 
lower charge than that made under any 
other flan in operation before. Thus, 
we may infer that instalment financing 
for items connected with property im- 
provement was costing the consumer as a 
rule something between 18 and 25 per- 
cent interest on the declining balances 
with the larger concentration in the 
higher brackets of that range. Bank 
rates were undoubtedly not that high, 
but commercial banks were doing little 
of this type of financing and need not be 
considered as significant in this com- 
parison. 

We have seen that the maximum 
charge permitted under Title I was one 
equivalent to a $5 discount per $100 per 
year. This amounts to an interest rate 
of 9.72 percent on the diminishing 
balances if the note is paid in twelve 
equal monthly instalments. Thus, to the 
extent that financing of this type was 
done under Title I after its enactment in 
1934, rates were cut over one-half; that is, 
from 18 to 25 percent down to 9.72 
percent true interest. This sharp re- 
duction in rates occurred only, of course, 
in that portion of the financing which 
was done under Title I after 1934. 
Some financing continued to be done 
outside of Title I insurance by finance 
companies. But a substantial portion of 
the finance companies operating in this 
field used Title I insurance and did their 
financing under the plan and, of course, 
most commercial banks used Title I. 
Thus, it is difficult to escape the conclu- 
sion that the Title I plan sharply reduced 
the financing charges in the field it was 
designed to serve. 

Writers in the field have also been in- 
clined to credit Title I with exercising 
some downward influence on the rates 
for consumer instalment financing in 
general. However, this influence has 


12 Coppock, loc. cit., p. 6. 
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probably not been too great. In the 
first place, the volume of Title I loans has 
constituted a very small percentage of 
total consumer instalment credit. Dur- 
ing the period 1934-1938 the average 
volume of Title I notes outstanding was 
somewhat less than $100,000,000 which 
constituted between 2 and 3 percent of 
average outstandings of all types of con- 
sumer instalment credit in the United 
States during that period.’? Secondly, 
because of the consumer’s typical lack of 
responsiveness to changes in the cost of 
credit, it is unlikely that Title I’s lower 
rates exercised much leverage on instal- 
ment credit rates in general. 

Such influence as Title I had can 
probably be attributed to two factors. 
First, the plan of government insurance 
brought many commercial banks into 
the field of instalment financing in com- 
petition with the sales finance companies 
and other sources of credit. The addi- 
tion of a large number of these institu- 
tions, habituated to somewhat lower rates 
than finance companies, undoubtedly in- 
fluenced the competitive situation. The 
second contribution of Title I to a 
general lowering of financing rates is to 
be found in the fact that Title I tended to 
focus the attention of the consumer on 
financing charges as such. Much of the 
advertising and promotion which ac- 
companied the Title I program called 
the consumer’s attention to the fact that 
this type of government-sponsored fi- 
nancing was available at a new low rate. 
To the extent that the Title I publicity 
called to the consumer’s attention the 
differentiation in financing rates (and 
the possibility of substitution) it certainly 
can be credited with working in the di- 
rection of diminishing the inelasticity of 
demand and, thereby, increasing the 
effectiveness of price competition. 

If, as we have seen, Title I greatly re- 
duced the cost of instalment credit for 
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property improvement and exerted some 
downward influence on instalment credit 
costs generally, what significance does 
this have for the stimulating influence of 
the Title I on production and employ- 
ment? Title I’s reduced credit charge 
probably exercised no significant in- 
fluence in this connection. As we have 
seen, the demand for credit is relatively 
unresponsive to changes in the cost of 
credit. Thus, it is probable that the 
lowered cost of Title I credit did not 
serve aS a very great inducement to the 
increased use of instalment credit. Since 
consumers undoubtedly respond in some 
degree to changes in the cost of credit, 
we cannot discount this factor entirely. 
However, it is probable that it played a 
minor role. 


Title I and Credit Terms 


We can gain an understanding of the 
nature of the credit terms which charac- 
terized the field of property improvement 
before 1934 by looking at the practices of 
the companies which made wide use of 
instalment selling. Under the credit 
plan offered by the Johns-Manville Cor- 
poration obligations involving amounts 
up to $300 could be repaid in 12 months; 
obligations of $301 to $400 could be re- 
paid in 18 months; for larger amounts 
durations up to 24 months were per- 
mitted. Most of the credit advanced by 
Johns-Manville, however, extended for 
12 months. For American Radiator, 
Holland Furnace and others operating in 
this field typical terms ran from 12 to 18 
months. The National City Bank of 
New York, one of the few commercial 


banks making instalment loans for prop- - 


erty improvement before 1934, per- 
mitted terms of 12 months. Most of these 
contracts called also for a down payment 
of from 12 to 20 percent. These terms 
characterized the instalment credit which 
was available on property improvement. 
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There were, of course, many items on 
which instalment terms were not gener- 
ally available. 

When Title I was enacted in 1934 it 
provided for insurance on credit that was 
considerably more liberal in terms than 
anything that had been offered previ- 
ously. Title I provided for no down pay- 
ment and durations as long as five years. 
Actually the five-year maximum was 
rarely used and was later amended. 
However, about half of Title I loans were 
made for 36 months, a considerable in- 
crease over the practice prior to 1934. 
The average Title I loan duration was 30 
months. In addition, practically all of 
the loans were made without down pay- 
ment. In view of the considerable pro- 


portion of loans for property improve- 
ment which were made under Title I 
insurance, there can be no question that 
Title I served greatly to loosen the terms 
for this type of credit. 


The typical loan 
for this purpose before 1934 required a 
down payment of 12 to 20 percent and 
extended for 12 months; while the typical 
loan under Title I required no down pay- 
ment and extended from 30 to 36 months. 

We now turn to a consideration of the 
effect of Title I on te:ms for instalmen' 
credit in general. We have seen that the 
consumer is relatively unresponsive to 
changes in the cost of instalment credit 
and that, as a result, there is little com- 
petitive pressure on credit rates. The 
contrary is true in connection with credit 
terms; that is, the down payment re- 
quired and the length of time over which 
the contract is allowed torun. The con- 
sumer is acutely responsive to the amount 
of the monthly payment represented by a 
purchase on instalment terms. Indic- 
ative of this is the fact that salemen 
undertaking to solicit the sale of a con- 
sumer good, the cost of which is relatively 
high, will frequently play down the origi- 
nal cost and stress the low monthly pay- 
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ment with which the consumer can gain 
possession of the article. Since a pur- 
chase price amortized over 24 months 
permits a considerably lower monthly 
payment than one amortized over 12 
months, it is easy to see why the consumer 
will be more likely to make a purchase if 
terms are long than if they are short. 
Due to this fact, competition is consider- 
ably more effective in connection with 
contract terms than with credit cost. 
Thus, it seems likely that Title I’s com- 
petitive influence on other contract terms 
was correspondingly more effective. Rolf 
Nugent stated that Title I “tended to 
break down the standards with respect to 
down payment and duration of contracts 
that were in force in many fields of dur- 
able-goods financing.” !* 

Contract terms on instalment credit 
for consumer durable goods certainly 
tended to be more lenient during the late 
1930’s than they had been before 1934. 
It is, of course, difficult to tell how much 
this loosening of instalment credit terms 
can be traced directly to the influence 
of Title I. Certainly there were other 
factors at work. The trend toward more 
liberal terms seemed inevitable as manu- 
facturers increasingly used instalment 
terms as a merchandising device to 
reach larger markets. But it seems likely 
that Title I played a significant part in 
accelerating this trend in several ways. 
In a market area where competition is 
highly effective, the large volume of Title 
I loans, made on easier terms, seems cer- 
tain to have exerted a direct competitive 
influence. In addition, the fact that 
many lenders under Title I made loans 
for relatively long durations with no 
down payment and experienced no 
greatly increased losses, must have done 
much to convince these lenders that loans 
of this nature in fields not covered by 
Title I insurance were feasible. The 


13 Nugent, loc. cit., p. 108. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


finance companies, commercial banks 
and other lending institutions which 
made loans under Title I also made in- 
stalment loans for many other purposes. 
It seems likely, too, that the large scale 
promotion of Title I terms had its effect 
in educating the consumer to expect 
similar terms for the purchase of other 
items not covered by Title I-insured 
loans. The fact that the federal govern- 
ment was sponsoring a consumer loan 
program involving such relatively liberal 
terms must have played its part in sanc- 
tioning liberality of financing in other 
fields. 

The effect of Title I on instalment 
credit down payments and loan durations 
has particular significance with respect 
to the stimulating nature of the credit. 


- The most substantial effect of a change in 


credit terms probably comes from its in- 
fluence on the volume of sales. We 
know that, in the United States, the 
number of families in each progressively 
lower income class increases rapidly un- 
til very low incomes are reached. In 
1935-36 the largest number of families 
fell in the $750 to $1,000 annual income 
class. More than half of all family in- 
comes were between $250 and $1,250 a 
year, and 92 percent were less than $3,000 
a year.'4 For a considerable part of the 
large number of potential buyers in the 
lower section of the income pyramid, 
access to the market at any given time is 
determined by the credit terms upon 
which goods can be purchased. This is 
particularly true of items such as those 
involved in property improvement on 
which the cost is relatively great. Thus, 
a liberalization of credit terms tends to 
reduce, and a restriction of credit terms 
to increase the current “‘cost” of durable 
goods in relation to income margins 
available for such purchases. Since these 


14 Consumer Incomes in the United States, National Resources 
Committee, (Washington: Government Printing Office) 
Table 3, p. 18. 
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families will purchase when attractive 
instalment terms are available and re- 
frain from purchasing when they are not, 
we can conclude that a liberalization of 
credit terms which brings these people 
into the market will add to the total 
volume of instalment credit outstanding 
at any given time. The fact that Title I 
effected a considerable liberalization of 
credit terms for property improvement, 
both with respect to down payments and 
maturities, means that a considerable 
group of families could make such pur- 
chases who could not otherwise have 
done so. Thus, it is very likely that the 
liberalization of terms effected by Title I 
made possible a real expansion of instal- 
ment credit in the field of property im- 
provement. 

Changes in instalment credit terms also 
have another effect on the volume of in- 
stalment credit outstandings. We must 
remember that the stimulating or depress- 


ing effects of instalment credit (assum- 
ing, for the moment, that the new credits 
do not represent merely transfer credit) 
come from changes in the total volume 


of outstandings. Thus, if total out- 
standings (new credits less repayments) 
during any period were to rise the effect 
would be considered stimulating; while 
if total outstandings were to fall the 
change would be considered depressing. 
With this in mind it is easy to see that a 
change in credit maturities and down 
payments would have an influence on 
the volume of outstandings in succeeding 
periods. Under liberalized terms total 
credit will expand during the succeeding 
period. Under restricted terms total 
credit will contract during the succeeding 
period. 

Thus, the liberalization of credit terms 
effected by Title I is likely to change the 
volume of credit outstandings in two 
ways: by affecting the volume of sales 
and by the effect of changed terms on 
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total outstandings during the succeeding 
periods. We must keep in mind, too, that 
Title I’s influence in this regard not only 
extended to the instalment credit di- 
rectly insured but also to credit for other 
commodities (to the extent that Title I 
influenced instalment terms generally). 


The General Economic Effect of Title I Loans 


In the first parts of this article we saw 
the ways in which FHA’s Title I moderni- 
zation loan program contributed to the 
establishment of conditions favorable to 
an expansion of instalment credit in the 
field of property improvement and, to 
some extent, for other types of purchases. 
But increases in the volume of instalment 
credit do not necessarily mean that stimu- 
lating additions have been made thereby 
to total purchasing power. We shall 
now attempt to discover to what extent 
such increases can be considered to be 
truly stimulating to the economy. 

Keynesian theory, to which Title I is 
evidently linked, holds that an expansion 
of consumer credit represents a stimulat- 
ing addition to total purchasing power 
(and, conversely, a contraction of con- 
sumer credit represents a depressing with- 
drawal) provided such credit expansions 
are not of the transfer type; that is, pro- 
vided they are not compensated for by 
equal withdrawals. Such an expansion 
of consumer credit, by injecting addi- 
tional funds into the income stream, in- 
creases the receipts of entrepreneurs with- 
out increasing their outlays chargeable to 
costs of production. This increase in the 
receipts of entrepreneurs must result 
either in a decline of inventories or in a 
rise of prices and profits. Since the exis- 
tence of idle productive factors may 
be expected to restrain a rise in prices, 
the increased receipts are likely to 
be expressed primarily in a decline in 
inventories and in an increase in pro- 
duction to restore these inventories. In 
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this way the initial increments tend to be 
passed on in additional outlays to factors 
of production in the succeeding period. 
To the extent that the initial increment is 
spent or invested by subsequent recipi- 
ents, the flow of incomes and production 
will continue at the accelerated pace. 
This is the “multiplier” principle. It is 
to be noted, however, that such an ex- 
pansion of purchasing power will result 
in a rise in prices if idle factors of pro- 
duction do not exist. If the additional 
credit is of the transfer type, however, the 
most that can be said is that demand will 
rise in some places and fall in others with 
the result that some industries will be 
stimulated and others depressed. 

Obviously it makes a great difference 
whether the credit is of the stimulating- 
depressing or of the transfer type. Credit 
is of the transfer type if an outlay in 
one place involves a corresponding with- 
drawal in another place either on the part 
of the lender or of the borrower. Let us 
look first at the supply side. The money 
flowing into consumer instalment credit 
may come from hoards or surpluses or be 
withdrawn from other uses. If it comes 
from surpluses there will be no unfavor- 
able repercussion on other uses of funds. 
Due to the extraordinarily liquid condi- 
tions which have prevailed in the general 
money market and among lending insti- 
tutions during the past decade or more, 
it seems reasonable to conclude that 
their willingness and ability to invest in 
other directions is not impaired by in- 
vestments in consumer instalment credit. 
This is particularly true of commercial 
banks which did such a large proportion 
of the Title I lending. Their reserve 
condition has certainly been good during 
the entire period of Title I activity. 

We must now ask ourselves in what 
way instalment credit influences con- 
sumer spending. Obviously consumer 


16 Haberler, loc. cit., p. 41. 
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expenditure is increased by instalment 
credit only if it induces consumers to buy 
more than they could without credit. If 
consumers could not obtain credit would 
they buy anyhow using cash or salable 
assets to finance their purchases? Since 
a large proportion of instalment debtors 
—probably more than 90 percent accord- 
ing to the National Bureau of Economic 
Research'*—have incomes of less than 
$3,000 a year and well over half of them 
have incomes of less than $1,500 a year, 
there can be little doubt that a large pro- 
portion of instalment credit users would 
not have the possibility of buying from 
accumulated savings if credit were not 
available. However, even though they 
have no savings, consumers might, of 
course, accumulate funds for the purpose 
of eventually buying with cash. In this 
way they might change the timing of their 
expenditures but they would not be add- 
ing to them. Certainly some consumers 
practice this kind of restraint. But ex- 
perience supports the conclusion that the 
majority of consumers without savings do 
not budget their incomes in such a way as 
to save up to purchase large items with 
cash. As Haberler puts it: ‘Many 
people are willing, rationally or irration- 
ally, to spend more money for an immedi- 
ate enjoyment, for which the price must 
be paid only later and not in a lump sum, 
than for the same thing if it becomes 
available only in the future and the price 
must be accumulated in advance by 
cutting down expenditure.” '® Even fcr 
the minority of instalment debtors who 
possess savings in one form or another, 
Haberler thinks it unlikely that many of 
them make a practice of using their 
savings in lieu of instalment credit 1o 
make purchases of durable goods. Many 
consumers prefer to retain their assets be- 
cause they serve as reserves for unforeseen 
emergencies or because they do not trust 


16 Ibid., p. 43. 
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themselves to replenish their savings after 
having drawn on them for the purchase of 
a desired commodity. Thus instalment 
buying becomes a means by which the 
consumer forces himself to curtail con- 
sumption sufficiently to buy what he 
needs or desires without dissipating ac- 
cumulated savings. It follows, then, that 
the use of instalment credit causes an in- 
crease in consumers’ expenditures. 

Thus, because it did not occasion equal 
withdrawals on the supply side and be- 
cause it increased consumer expenditures, 
we conclude that the additional instal- 
ment credit stimulated through Title I 
constituted an addition to total purchas- 
ing power. 

An important condition to the validity 
of this conclusion must be noted, how- 
ever. The stimulating effects of Title I 
loans will obviously be significant only 
if Title I loans did, in fact, constitute net 
additions to the instalment credit for 
home improvement. The Title I volume 
will be of little significance if it repre- 
sents instalment loans which would have 
been made through other means even 
if Title I had not been available. In 
this case Title I loans would repre- 
sent transfer credit in ‘another sense 
than we have used that term above; they 
would simply represent a transfer of 
loans by consumers from a less conveni- 
ent to a more convenient form , or a trans- 
fer by lenders from a more hazardous to 
a less hazardous type of loan. We have 
analysed this question in earlier sections 
and concluded that Title I contributed 
to the establishment of conditions favor- 
able to an expansion of instalment credit 
in the field of property improvement. - 
From those considerations we are justi- 
fied in deducing that a large propor- 
tion of Title I loans represented instal- 
ment loans for property improvement 
that would not otherwise have been 
made. 
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Influence on Total Purchasing Power 
and on the Building Industry 


If the reasoning in the previous section 
can be accepted, it follows that a large 
part of the new credits insured under 
Title I constituted real additions to total 
purchasing power and were therefore 
stimulating to the economy while repay- 
ments of these loans constituted depress- 
ing withdrawals. We shall now at- 
tempt to discover the magnitude of the 
stimulating or depressing effects which 
can be attributed to Title I lending 
activities during the first ten years of its 
operation. 

There are three types of series which 
might be used to indicate the influence 
of instalment credit movements on eco- 
nomic activity; first, the volume of new 
credits granted during successive periods; 
second, the amount of outstanding credit 
at regular points in time; third, net 
changes in outstandings from one point 
in time to another. Gottfried Haberler 
has analysed the relative merits of these 
three measures of the influence of in- 
stalment credit and concluded: 


“It goes without saying that if we seek a 
measure of the stimulating or depressing force 
of credit on total consumer expenditure dur- 
ing any interval (any particular month or 
year) we must use the change in outstanding 
credit during that interval, in other words, 
current net credit change (and not the level 
of outstandings at the beginning, at the end 
or on the average during the interval ).””!” 


He points out, however, that the new 
credit series is useful in measuring the 
stimulating effect of instalment credit on 
a particular industry, especially if the 
credits were clustered around a few 
products, as was the case with Title I. 
The reason for this is that repayments of 
property improvement credit can be 
assumed not to encroach upon property 
improvement sales. Thus, repayments 


17 Ibid., p. 70. 
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can be disregarded in measuring the 
effect of Title I on the construction in- 
dustry and the series on new credits used. 
However, in measuring the effect of 
Title I on the total economy we must 
confine ourselves to the series which 
measures current net credit change. 

The following table gives the new 
credits insured under Title I, 1934-43, 
with estimates of year-end outstandings 
and annual net credit change for the 
same period. 

Taking the figures for Net Credit 
Change as the indication of the stimulating 
or depressing force of Title I loans on total 
consumer expenditure (the figures should 
be discounted somewhat since, as we have 
seen, a small proportion of Title I loans 
probably constituted transfer credit), we 
note from the table that during 1934, 
1935 and 1936 they constituted a stimu- 
lating influence on total purchasing 


power in amounts ranging from 24 to 166 


million dollars. However, in 1937 the net 
credit change was negative in the amount 
of 129 million dollars and, therefore, con- 
stituted a depressing influence on total 
purchasing power. In 1938, 1939, 1940 
and 1941 the effect of Title I loans was 
stimulating to the economy generally, 
though not by as much as in the previous 
years. In 1942 and 1943 the net credit 
change was again negative and therefore 
constituted a depressing influence. It is 
to be noted that the depressing influence 
of Title I loans in 1937 undoubtedly came 
largely as a result of the curtailment of 
insuring operations due to the lapse of 
the provisions of the Act beginning in 
April of that year. It was re-established 
again in February 1938. 

Taking the loans-insured series from 
Table I as the measure of the influence 
of Title I on the construction industry, 
we note that Title I’s influence on 
the construction industry was positive, 
or stimulating, during the entire ten 
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years. We see, too, that the influence of 
Title I on the construction industry was 
quantitatively greater during most years 
than was its influence, both positive and 
negative, on the economy generally. We 
must conclude that the difference be- 
tween the influence of Title I on the con- 
struction industry and its influence on 
the economy generally came at the ex- 
pense of other parts of the economy or of 
other industries. This can be explained 
by the fact that repayments of Title I 
loans were made, for the most part, as a 
consequence of withdrawals of expendi- 
tures from other types of commodities. 

The next question to be considered 
is the relative importance of these in- 
fluences. Was the stimulation which 
Title I provided for the constuction in- 
dustry relatively large or small? What 
importance can be attached to the posi- 
tive and negative influences which Title I 
had on total purchasing power? 

In the absence of statistical data which 
can be relied upon, we must content our- 
selves with certain general inferences with 
regard to the magnitude of Title I’s in- 
fluence on the construction industry. 
According to rough estimates prepared 
for the National Housing Agency by the 


TABLE I—Vo ume or Titte I Loans, YEAR-END Ovt- 
STANDINGS AND ANNUAL Net Crepit CHANGE, 1934-1943 
(In Thousands of Dollars)* 








Net Credit 
Change 


Year-End 
Outstandings 


Year | Loans Insured 





$ 24,361 
166 ,716 
96 ,814 
—129 ,944 
6 ,659 

68 ,662 

58 ,588 

28 ,577 
—90 ,459 
—84 ,216 


1934.... 
1935......; 
1936.... 
1987... 
1938.... 
1939... 
1940.... 
1941.... 
1942.... 
1943.... 


$ 30,451 
223 ,620 
246 ,150 

60 ,383 
160 ,181 
207 ,720 
250 ,948 
262 ,085 
140 ,741 

95 ,447 


$ 24,361 
191,077 
287 ,891 
157 ,947 
164 ,606 
233 ,268 
291 ,856 
320 ,433 
229 ,974 
145 ,758 














* These figures do not include loans insured for new small 
home construction under class 8 of the National Housing Act. 
The figures for Year-End Outstandings and Net Credit 
Change are estimates made by the author and are calculated 
on the basis of an average loan duration of 30 months. 
Source: Tenth Annual Report of the Federal Housing Ad- 
ministration. 
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Department of Commerce and shown in 
Table II, total construction expenditures 
in the United States for 1934 amounted to 
nearly five billion dollars; the same figure 
for 1940 was about ten billion dollars. 
The estimate for total maintenance from 
the same source was about two billion 
dollars for 1934 and a little over three 
billions dollars for 1940. We note from 
Table II that Title I loans amounted to 
over thirty million dollars in 1934 and to 
over two hundred and fifty million dol- 
lars in 1940. Thus, we see that the 
stimulation Title I provided for the con- 
struction industry was not of an insignifi- 
cant magnitude. 

It should not be overlooked, of course, 
that despite the apparent contradiction, 
in some cases, between the impact of 
Title I on the construction industry and 
its impact upon total purchasing power, 
the very fact that Title I served to stimu- 
late a large unit of the economy like the 
TABLE II18—Titxe I Loans anp EstiMATED EXPENDITURES 
For ToTaL Construction, TOTAL MAINTENANCE AND Non- 


FARM RESIDENTIAL MAINTENANCE, 1934-1943 * 
(In Millions of Dollars) 








Nonfarm 
Residential 
Mainte- 
nance 


Total 
Construc- 
tion 


Total 
Mainte- 
nance 


Title I 
Loans 


Year 


1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 





$ 4,992 
5 651 
7 ,602 
8,427 
8 ,070 
8 ,990 
10 ,102 
13,923 
16 ,885 
11,427 


$ 2,027 
2,294 
2,695 
2,878 
2,816 
2,981 
3,191 
3,427 
3,502 
3,752 


$ 968. $ 
1,048. 
1,223. 
1,343. 
1,237. 
1,337. 
1,451. 
1,548. 
1,442. 
1,329. 


30.5 
223.6 
246.2 

60.4 
160.2 
207.7 
250.9 
262.0 
140.7 

95.4 

















*The estimates of expenditures for total construction and 
for total and nonfarm residential maintenance are taken from 
those prepared for the National Housing Agency by the De- 
partment of Commerce. 


18 It should be noted that the series of estimates on total 
construction, total, and nonfarm residential maintenance 
are used only to show the relation of these magnitudes to the 
annual volumes of Title I loans. Because of the manner 
in which the estimates were arrived at, these figures, con- 
sidered as a time series, cannot be used as a measure of the 
influence of Title I loans on the volume of construction or 
maintenance. 
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construction industry would in_ itself, 
necessarily, have positive repercussions 
on the economy as a whole if we are to 
accept the multiplier principle. Thus, it 
is possible that the stimulating influence 
which Title I had on the construction in- 
dustry in the years 1937, 1942 and 1943 
tended to offset the depressing effect that 
it had on purchasing power generally. 

We now turn to a consideration of the 
quantitative significance of Title I’s in- 
fluence (both positive and negative) on 
purchasing power generally and upon 
the economy as a whole. The annual 
figures which reflect the net credit change 
attributable to Title I are relatively 
small, never reaching above 166 million 
dollars and averaging considerably less 
than 100 million dollars (Table I) and 
even these must be discounted somewhat 
due to the fact that not all Title I loans 
represented new credits. This average 
of less than 100 million dollars amounted 
to between 2 and 3 percent of the esti- 
mated average outstandings of all types 
of consumer instalment credit in the 
United States during the period. Thus, 
we see that the impact of Title I on move- 
ments of total consumer credit out- 
standings was quite modest. 

On the other hand, it should not be 
forgotten that net credit change is sub- 
ject to the multiplier effect; that is, its to- 
tal influence, direct plus indirect, through 
successive re-expenditures of the sums 
involved, will be greater by several times 
than the original sums. Thus, while 
Title I’s contribution to net credit change 
was relatively small it probably exercised 
an influence out of proportion to its size. 


Title I as an Instrument of Credit Control 


Since it is clear that Title I represented 
a deliberate governmental attempt to in- 
fluence the level of activity in the con- 
struction industry and in the economy 
generally, we now turn our attention to a 
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consideration of the meaning of Title I’s 
influence at different points in the cycle. 
Has Title I accomplished worthwhile re- 
sults in regard to cyclical stabilization? 
What are its strengths and weaknesses as 
an instrument of cyclical control? 

It has been demonstrated statistically 
by both Haberler and Nugent!® that 
general instalment credit fluctuations 
move with the cycle. These writers have 
discovered that instalment credit out- 
standings increase during the cyclical 
upswing and decrease during the cyclical 
downswing. ‘This is undoubtedly due to 
the fact that use of instalment credit is 
normally influenced by changes in in- 
comes during different phases of the 
cycle, by psychological states of optimism 
and depression and other factors which 
characterize the cycle. But, because of 
the positive influence which instalment 
credit exerts, it also serves to intensify 
cyclical changes, accentuating booms and 
deepening depressions. As Haberler has 
has put it: “It operates as a resonator or 
amplifier of fluctuations set up by other 
forces.”’?° If this is correct, we must 
conclude that economic stability would 
be promoted if cyclical fluctuations in 
instalment credit outstandings were less 
violent or if they were anticyclical rather 
than cyclical. It also follows that a 
federal policy such as Title I, involving 
control of instalment credit outstandings, 
must have as its objective either the 
stabilization of instalment credit move- 
ments or the inducement of an anticycli- 
cal movement. 

To what extent did Title I meet these 
requirements? We have seen that Title 
I’s influence on total purchasing power as 
measured by net credit change was posi- 
tive in 1934, 1935, 1936, 1938, 1939, 
1940 and 1941 while it was negative 
during 1937, 1942 and 1943. These 





19 See Nugent, Joc. cit., Chapter VIII, and Haberler 
loc. cit., Chapter 5. 








movements of Title I outstandings 
showed no great tendency to stability, 
but they did demonstrate some anti- 
cyclical tendency. During 1934 and 
1935 the level of economic activity was 
low and needed stimulation. ‘Thus, the 
stimulating influence of Title I during 
these years can undoubtedly be called 
desirable in terms of economic stability. 
During 1936 the level of economic ac- 
tivity was rising gradually to the peak 
experienced in 1937. Therefore, it is 
likely that a policy aimed at stabilization 
would have dictated that some leveling 
off of Title I credit was desirable in 1936. 
The depressing influence of Title I credits 
during 1937 may be considered to be in 
the right direction. It should be noted, 
however, that this depressing influence 
resulted more from the fact that Title I 
lending activities were discontinued by 
Congress than from any conscious anti- 
cyclical management on the part of the 
Federal Housing Administration. Dur- 
ing 1938 and 1939 the influence of Title I 
was positive when stimulating influences 
were needed. But by 1940 or early 1941 
the economy was again experiencing a 
boom, this time an artificial boom brought 
on by the devotion of a large part of the 
country’s productive facilities to war 
production. However, during 1940 and 
1941 the influence of Title I continued to 
be stimulating despite the fact that such 
stimulation was no longer needed. It 
was only in 1942 and 1943 that the in- 
fluence of Title I became negative. And, 
as we have observed, this curtailment of 
Title I lending came from the restrictions 
on credit terms and down payments im- 
posed by the Federal Reserve Board 
under Regulation W. 

The significant thing to be noted here 
is that under conditions of subnormal 
economic activity, such as those which 
existed in 1934 and 1935, and again in 





20 Haberler, loc. cit. p. 134. 
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1938 and 1939, the influence of Title I 
was in accord with what would be ex- 
pected of a federal policy designed to 
stabilize instalment credit. In 1940 and 
1941, during the period when the war 
boom was beginning, and during 1936, 
Title I probably represented unwise 
federal policy because it remained a 
stimulating force when stimulation was 
no longer needed. As we have seen, 
under conditions approaching complete 
utilization of the factors of production, 
a further increase in instalment credit 
outstandings will be inflationary; that 
is, it will result in an increase in prices 
without a corresponding increase in 
production. It is significant also to 
note that during the years when Title I 
constituted a depressing force it was due 
to the influence of outside factors (in 1937 
to the discontinuance of the Act by Con- 
gress, and in 1942 and 1943 to the re- 
strictions of the Federal Reserve Board) 
and not to any influence which can be 
construed to be an inherent part of ‘the 
Title I plan. 

The same is true of Title I’s influence 
on the construction industry. During 
the years when stimulation was needed 
the influence of Title I (which was con- 
tinuously stimulating to the construction 
industry) was in accord with a rational 
federal policy. During those years when 
the construction industry did not need 
stimulation, possibly in 1937 and cer- 
tainly in 1940 to 1943, the normal 
operation of Title I continued to be 
stimulating and, therefore, was not in 
accord with a policy of credit stabiliza- 
tion. 

Thus it appears reasonable to con- 
clude that the Title I plan was essentially 
a stimulating instrument which did not 
work effectively in reverse. It is not diffi- 
cult to see why this was the case. Title I 
was conceived in a period when the 
economy needed stimulation. The plan 


415 


evidently was designed to provide stimu- 
lation. Stimulation could be expected 
from all of the basic elements of the plan: 
the longer maturities and the elimination 
of the down payments, the improvement 
and standardization of the credit facilities 
in the property improvement field, the 
increase in the number of institutions 
actively offering the credit and, of course, 
the extensive promotion campaigns which 
accompanied it. It is evident that this 
fact was understood by Congress and by 
the Federal Housing Administration. 
For the plan was originally enacted for a 
limited period as an emergency measure 
and was re-enacted trom time to time for 
equally short periods. On at least one 
occasion the Federal Housing Adminis- 
tration recommended that Title I be dis- 
continued, only to have it re-enacted by 
Congress largely at the behest of the con- 
struction industry. But despite this, the 
fact remains that the plan was reenacted 
and it has continued in operation almost 
continuously since 1934. If our analysis 
is valid, we must conclude that during 
periods of high economic activity the in- 
fluence of Title I has worked against 
economic stability and not toward it. 


It would seem that if Title I is to con- 
tinue as a permanent form of federal 
activity some method should be devised 
to alter its influence during the upswing 
and the peak of the cycle. During these 
periods the influence of Title I should be 
depressing (negative net credit change), 
or at least its influence should be neutral 
(zero net credit change). This might be 
accomplished by a restriction on the 
number of loans insured, by a reduction 
in the amortization period of loans in- 
sured, or by an increase in down pay- 
ments. This has never been attempted 
under Title I and it is difficult to estimate 
the success which such effo1 ts would have. 
That instalment credit outstandings can 
be reduced by reductions in maturi- 
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ties and increases in down payments has 
been demonstrated by the operation of 
Regulation W of the Federal Reserve 
Board. The difficulties of incorporating 
credit restrictions into the Title I plan 
spring from the manner in which Title I 
has been administered and the nature of 
the relationships which have been es- 
tablished with lenders and with the build- 
ing industry. Title I has sought and 
gained a striking amount of support from 
lenders, materials manufacturers and 
dealers precisely because it offered a 
service which coincided with the interests 
of these groups and because it did not 
seek to control or inhibit their activities 
or profits. ‘Title I has depended for its 
success on its ability to induce the volun- 
tary cooperation of these groups. If 
Title I were to institute credit limitations 
designed to reduce its outstandings dur- 
ing boom periods, it would be required 
necessarily to impose restrictions which 
worked, during parts of the cycle, against 
the profit interest of these groups. It 
seems likely that such negative control 
measures would jeopardize the relation- 
ships which Title I has been at such 
pains to develop with these groups and 
thereby would reduce the enthusiasm 
with which they would support the plan 
during the periods when credit stimu- 
lation was desired. It is also possible 
that lenders, being under no compulsion 
to participate, would drop out of the plan 
during restricted periods and extend 
more liberal credit without the assis- 
tance of the insurance. 


It seems probable to the present writer 
that such dual objectives could not be 
effectively accomplished through Title I. 
However, the operations of Title I have 
demonstrated that a small segment of 
consumer instalment credit can be stimu- 
lated and that such stimulation can be 
accomplished at times when economic 
activity generally is depressed. Title I 
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has the limitation that it works more 
effectively when stimulation is needed 
than when stabilization or depressing 
effects are called for. But in this con- 
nection it is interesting to note, as 
Haberler has pointed out, that credit 
controls, such as those exercised through 
Regulation W, are more effective in 
checking a credit expansion and forcing 
a contraction than they are in arresting a 
contraction and inducing an expansion.?! 
The reason for this is that a maximum 
down payment percentage and a mini- 
mum maturity cannot be enforced as 
effectively as a minimum down payment 
and a maximum maturity. That is, the 
volume of credit cannot be forced up 
against the wishes of the parties con- 
cerned by enforcing liberal terms, 
while it can be forced down by enforcing 
severe terms. The use of more liberal 
terms and smaller down payments can- 
not be enforced, it must be solicited on 
“sold.” And that is precisely how it 
was accomplished under Title I. Thus, 
it would appear that the appropriate 
methods for credit stimulation involve 
use of salesmanship and promotion (Title 
I) while the appropriate methods for 
credit limitation involve regulation and 
control (Regulation W). 


It would appear that a broad federal 
policy of credit stabilization might 
properly include a device like Title I, 
expanded to include other types of credit, 
for purposes of stimulation, as well as a 
device like Regulation W for purposes of 
credit limitation. Since these two de- 
vices involve quite different kinds of re- 
lationships with lenders and dealers, it 
would seem likely that the two functions 
would be performed by two different 
agencies of the federal government, 
though a considerable amount of co- 
ordination would be necessary. 


21 Ibid, p. 164. 





Sweden Plans Its Housing Policy 
By HARALD DICKSON* 


WEDEN has made the improvement 

of the quality and adequacy of its 
people’s housing the cornerstone of its 
new national housing program. Like 
most nations, Sweden has a_ housing 
shortage at present. But, unlike many 
nations, Sweden is not centering its at- 
tention merely upon overcoming the 
present inadequate number of dwelling 
units. It is attacking the long-run prob- 
lem of providing better, less crowded 
housing. 

Three major objectives are involved 
in the housing program: the elimination 
of the present shortage of housing units; 
the attainment of higher space and 
quality standards; and the stabilization 
of the house building industry over a 
long period of years so that it will not 
intensify “‘cyclical” fluctuations of busi- 
ness in either the boom or depression 
directions. 


Swedish Housing Since 1939 


A brief summary of the facts of the 
Swedish housing situation since 1939 is 
essential to full understanding of the 
proposals made by the Social Housing 
Committee.1 During the late 1930's 
there was a boom in the Swedish house 
building industry. In 1939 the number 
of completed dwelling units reached an 
all-time record of 45,000.2. As a result 
there was an increase in the number of 
vacant units. Some decrease in the rate 
of house building probably would have 
followed 1939 even if the war had not 


* University of Stockholm; Research Associate, Uni- 
versity of Wisconsin Housing Research Project. 

1 This article draws heavily upon the final Report of the 
Social Housing Committee (a Royal committee, the Bostads- 
sociala Utredningen), Part I (December 28, 1945) and 
Part II (April 28, 1947), and upon the Government Proposi- 
tions to the Riksdag, No. 235 (April 18 1947) and No. 259 


broken out. But the war caused a more 
rapid decline in house building than 
would have occurred otherwise. Less 
than 14,000 units were completed in 
1941, which was fewer than during the 
bottom year of the depression, 1933. 


In 1941 a housing shortage began to 
develop and in 1942 a rigorous rent 
regulation was introduced. Money in- 
comes continued to increase, and also 
the number of families increased rapidly. 
Therefore the housing shortage grew 
worse and worse. 

But the government had done more 
than merely suppress rent increases. It 
had taken positive steps to encourage 
building, and in 1942 these measures 
began to show results. Their effects 
were reinforced by further aid in build- 
ing inaugurated in 1942. 

Increased building began in 1942. 
In 1944, 39,000 dwelling units were con- 
structed and since then (up to 1947) the 
annual construction has approximated 
40,000 units a year.* The government’s 
expectation is that the annual production 
will soon increase to between 45,000 and 
50,000 units annually. If this expecta- 
tion is realized, the housing shortage will 
be overcome by 1950 or 1951. This 
means that the demand for housing would 
be met and also there would be a vacancy 
ratio of about 3 percent. Material 
shortages and the need for other types 
of buildings may retard the housing 
program but the housing shortage will 
probably be eliminated by the early 
1950’s. 


(April 25, 1947). 
to as “Part I,” “Part II,” “Prop. 235,” and “Prop. 259,” 
respectively. 

2 All production figures used in this article refer to places 
of approximately 1,000 or more inhabitants. 


3 Prop. 235, p. 8. 


Hereinafter, these sources will be referred 
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Future Housing Production 

This poses the question: What will 
happen to the house-building industry 
when the housing shortage is relieved? 
This question is particularly important 
because the rate of increase in the number 
of families is declining and probably will 
continue to decline through the 1950s. 
In the absence of any special government 
measures to maintain the rate of house 
building, production will probably drop 
below halt of its present level and much of 
the construction industry now employed 
in house production will be free for other 
kinds of real investment. 

Whether this will be a good thing or 
not will depend upon the general state of 
business activity at the time. There may 
be a sufficient demand for building 
material and labor for purposes other 
than housing to absorb whatever pro- 
duction capacity will have been set free, 
but it is by no means certain that this 
will happen. The sudden decline in the 
house froduction could press the nation 
toward a depression or make a depres- 
sion already started more serious. 

Because of these possibilities, there is 
general agreement that the government 
should be prepared to take steps to keep 
production of houses at a high level. 
This policy can be justified, obviously, 
from a pure business-cycle viewpoint. 
But the Swedish government’s intention 
to keep up the present level of house 
production until at least 1960 is moti- 
vated, primarily, by a determination 
to improve the quality of housing in 
Sweden, 1egardless of whether or not 
part of the capital and labor in the house 
building industry could find employment 
in other types of construction. 

The concepts upon which the govern- 
ment’s plan is based are: (1) The housing 
standard of the Swedish people is low in 
proportion to their standard of living in 


‘Part II, pp. 61-63. 
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other respects and should be raised 
rapidly; and (2) Sweden can afford to 
raise the housing standard at a rate which 
corresponds to a constant house produc- 
tion; for the total real national product 
presumably will increase and a constant 
house production will mean that the 
whole increase of the national product 
can be used for other purposes than 
housing. 

The motivation of the government plan 
is not of a purely economic character. 
Subsidies will be necessary to create a 
housing demand which corresponds to 
the contemplated rise ‘in the housing 
standard. ‘These subsidies are regarded 
as being worth while from a social view- 
point because of the favorable effect on 
the physical and mental health which 
will result from a rise in the housing 
standard.‘ 

Prospective Improvement of the Housing 

Standard 


Let us now try to answer the following 
question: What can be accomplished in 
raising the national level of housing if 
house production is kept at its present 
level? Previously, I have used the 
number of completed dwelling units as a 
measure of the production level. A more 
adequate measure might be the total 
number of rooms produced. The gov- 
ernment plan is to keep the production 
on a level of between 150,000 and 160,000 
rooms a year, up to 1960. The number 
of rooms per dwelling unit will increase 
and the number of units produced per 
year will decrease. Dr. Alf Johansson has 
furnished an example of what the devel- 
opment in the communities might be:* 


1946-50 1951-55 1956-60 1946-60 
Total 
Rooms produced 
per year 
Rooms per 
dwelling unit 3.5 4.0 4.0 
Units per year 45,000 40,000 38,000 
Units per 
5-year period 225 ,000 200,000 190,000 615 ,000 
5 Cf., Part I, p. 371. 


157,500 160,000 152,000 
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About 50,000 units will be required for 
covering the shortage existing at the be- 
ginning of 1946. How the remaining 
565,000 units would be used depends in 
part upon the increase in the number of 
households in the communities, which in 
turn depends, among other things, upon 
the rate of economic development. The 
Social Housing Committee has made esti- 
mates for two extreme alternatives.¢ In 
the depression alternative, the increase 
would be 234,400 units for new house- 
holds: in the prosperity alternative, it 
would be 406,600. Dr. Johansson, in 
his example, assumed 330,000 units to be 
needed for new households. Under this 
assumption, 235,000 (565,000-330,000) 
units would remain for balancing dem- 
olition. The normal demolition rate 
would dispose of about 75,000 units in the 
15-year periods. This would leave 160,- 
000 units to be demolished as a result of a 
“directed clearance” and to be replaced 


by new and better housing. 

The most serious deficiency in Swedish 
housing has been the crowding. Before 
the war, it was worse in Sweden than in 


the United States. If we define a 
dwelling unit as “crowded” when there 
are more than 1.5 persons per room, 
inclusive of kitchen, then 5.8 percent of the 
occupied units in the urban areas and 
11.1 percent of the occupied units in the 
rural nonfarm areas of the United States 
were crowded in 1940.7 The correspond- 
ing percentage for Swedish communities 
exclusive of Stockholm exceeds 15% 
in 1939.8 

In Sweden, crowding is usually defined 
in another way. The minimum stand- 
ard, below which a unit is regarded as 
crowded, is not more than 2 persons per 
dwelling room, exclusive of kitchen.® For 


¢ Part I, pp. 318 f. 

7 U.S. Census 1940, Housing, Vol II, Part I, Table 10. 

8 No exact figures have been available to the writer. 
However, Part I includes Tables (pp. 282, 285) upon which 
estimates can be based. If kitchenette (kokvra) is counted as 
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units of kitchen plus 2 or 3 dwelling 
rooms (3 or 4 rooms), this minimum 
standard is not more than 1.5 persons per 
room. In either case a unit is regarded 
as crowded if there are 5 or more persons 
living in 2 dwelling rooms plus kitchen, 
or if there are 7 or more fetsons living 
in 3 dwelling rooms plus kitchen. But 
for units of 1 dwelling room plus kitchen 
(2 rooms), the Swedish minimum stand- 
ard is a little more rigid. According to 
that standard (but not according to the 
United States’ standard of not more than 
1.5 person per room), such a unit is 
regarded as crowded if there are 3 
persons living in it, for example, a family 
of husband, wife, and one child. In 1939, 
out of all occupied units in Swedish com- 
munities exclusive of Stockholm almost 
10 percent were made up of units of 
kitchen plus 1 dwelling room in which 3 
were living.!° These units were crowded, 
according to the standard of not more 
than 2 persons per dwelling room ex- 
clusive of kitchen but not according to 
the standard of not more than 1.5 persons 
per room inclusive of kitchen. 

If we disregard all households of 1 or 2 
persons and count only the dwelling 
units where 3 or more persons were 
living we find that no less than 41 per- 
cent of the units were crowded in 1939 in 
the sense that they did not meet the 
minimum standard of “not more than 2 
persons per dwelling room exclusive of 
kitchen.” !! 

It is the government’s intention that 
such crowding shall be eliminated by 
1960. According to estimates made by 
Mr. Per Holm, this implies that the 
demand for dwelling units of kitchen 
plus 1 dwelling room will decrease by 
almost 140,000 units during the period 
a room, the percentage is between 15 and 16. If kitchenette 
is not counted as a room, the percentage is about 18. 

* Part I, p. 368,; Part HI, p. 31. 


10 Part I, p. 282. 
1 Part II, p. 32. 
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1946-1960.'* This does not mean that 
almost 140,000 units of this type have to 
be completely demolished during this 
period, for in some cases it is possible to 
conjoin two such units into one larger 
unit. !8 

On the other hand, units which have 
to be demolished are often located in 
structures which also include units of 
other types. These units may have to be 
demolished along with those of the 
“*kitchen-and-1-dwelling-room” type. If 
the housing market develops according to 
Dr. Johansson’s example mentioned 
above, 235,000 dwelling units will be 
available for demolition during the period 
1946-1960. It seems evident that more 
than half of this number of units will have 
to be demolished because of the deciease 
in the demand tor units of kitchen and 
one room. 

In the elimination of overcrowding, 
improvements in city planning can be 
accomplished at the same time. ‘Though 
pronounced slum areas of the type found 
in some of the larger cities of the United 
States hardly exist in Sweden there are 
conditions which are unsatisfactory from 
a city planning viewpoint. The Social 
Housing Committee mentions the follow- 
ing types of deficiencies:'* too intense 
utilization of the land; mixing of indus- 
trial and residential areas; lack of parks, 
playgrounds, shops, and localities for 
cultural purposes; and traffic difficulties. 

The number of dwelling units located 
in areas which should be cleared has been 
estimated at 200,000 by the Social Hous- 
ing Committee. Though it is not neces- 
sary to tear down all the dwelling units 
in these areas there are many units out- 
side these areas which will have to be 
torn down. In addition to the kitchen- 
plus-1-dwelling-room units which should 
be demolished there are other units which 


12 Part I, pp. 318 f; Part II, p. 32. 
13 Cf, Part II, pp. 63-68. 
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will be condemned by the health au- 
thorities because of technical deficiencies, 
and some of these units are located out- 
side the areas to be rebuilt in the interest 
of better city planning. The total need 
for clearance is estimated by the com- 
mittee at more than 200,000 units.15 
The number corresponds approximately 
to the 235,000 units which will be avail- 
able for demolition according to Dr. 
Johansson’s example. 


Loans and Subsidies 


If we want to abolish crowding, it is 
not enough to produce dwelling units of 
adequate sizes. They must be made 
available at costs which make the families 
willing to buy or rent units of at least 
minimum size. For this purpose the 
Social Housing Committee in December 
1945 proposed a system of subsidies and 
cheap government loans. To a large 
extent this system has been put into 
operation and is described in the three 
following sections. 


Financing Multi-Family Housing 


Sweden has no mortgage insurance 
system of the FHA type. The national 
government contributes to the financing 
of multi-family housing by giving so- 
called tertiary loans on top of first and 
second loans given by private institutions. 

The mortgages which are securities for 
primary and secondary loans are prior 
to those against which tertiary loans are 
given. ‘Thus the government takes the 
top risk except for that taken by the 
equity holder, if any. 

On July 1, 1946, new rules were put in 
force for tertiary loans for multi-family 
houses. The interest rate, which had 
been lowered from 4.5 to 4.0 percent in 
1945, was lowered to 3.0 percent. 


«Part II, pp. 43-48. 
18 Part II, p. 69. 
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Maximum permissible _loan-value 
ratios differ for the three following kinds 
of entrepreneurs: 

(1) A non-profit corporation, associ- 
ation, or foundation which cooperates 
with and is supervised by the munici- 
pality and is recognized as a social hous- 
ing organization!® by the State Building 
Loan Bureau. Such an organization or 
a municipality may borrow up to 100 
percent of the project value according to 
the appraisal of the State Building Loan 
Bureau. The 100 percent includes, of 
course, the non-government primary and 
secondary loans. They may, for ex- 
ample, be composed as follows: primary 
loan, 60; secondary loan, 15; tertiary 
loan, 25 percent. The tertiary loan can- 
not amount to more than 30 percent of 
the value. Previously the maximum ratio 
of loans to value was 95 percent instead 
of 100 percent. 

(2) A non-profit cooperative housing 
organization which is not recognized as 
a social housing organization but. is 
operated under a control which the State 
Building Loan Bureau regards as satis- 
factory may borrow up to 95 percent of 
the value. 

(3) Other types of enterprises (so 
called private enterprises) may as a rule 
borrow only up to 85 peicent, but the 
State Building Loan Bureau is entitled to 
make exceptions and extend the limit to 
90 percent. Previously, 90 percent was 
the rule. 

Thus, in 1946 the loan limit was ex- 
tended from 95 to 100 percent for munici- 
palities and social housing organizations 
and, as a rule, it was reduced fiom 90 to 
85 percent for private enterprises. 

The principles of amortization also 
were changed in 1946. For municipali- 
ties and social housing organizations the 


16 The Swedish term is allmannyttigt bostadsféretag, and 
the literal translation is “housing enterprise useful for the 
public.” 
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principle of constant amortization was 
adopted. Since the amortization is con- 
stant until the loan is paid back and the 
interest decreases with the balance of the 
debt, the total annual debt outlay de- 
creases. The reason for this arrange- 
ment is the experience that maintenance 
costs usually increase with the age of the 
structure and that this increase ought to 
be compensated by a decrease in the 
debt outlays. For stone structures (brick, 
concrete, etc.,) the tertiary loan is 
amortized in 40 years. For wood struc- 
tures it is amortized in 30 years. 

For other types of enterprises, the 
amortization system equals that for mu- 
nicipalities and social housing organiza- 
tions with the exception that there is an 
extra amortization of 1.5 percent of the 
original loan in each of the first six 
(originally the first ten) years. 

Thus, private enterprises are less fa- 
vored than are municipalities and social 
housing organizations both as to loan 
limit and as to amortization. These 
differences are motivated by the tact 
that the public control of the private 
enterprise is less strict than the public 
control of the municipalities and social 
housing organizations. The restricted 
loan limit and the more rapid amortiza- 
tion aim to make impossible an undue 
“milking” of the properties which could 
cause losses on the loans. But, of course, 
they also make it more difficult for private 
enterprises to compete in rental housing 
with the other housing enterprises. 

Under the 1946 rules, the government 
may also grant a subsidy called a sub- 
sidiary loan in communities where the 
rent level is so low that there is a risk that 
production would cease without this sub- 
sidy. These places are classified in four 
groups; each with a different level of 
subsidy. Within a group the subsidy is 
computed according to the dwelling unit 
area. As a rule, one fourth of the sub- 
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sidy must be paid by the municipality. 
The reason foi calling the subsidy a 
“loan” is the provision that it may have 
to be paid back if the rents increase in the 
future. In the first part of its final report 
the Social Housing Committee declared 
that this kind of subsidy should be a 
temporary provision. In the long run it 
would not be a sound policy to maintain 
an artificial difference as to rent level 
between different communities. '’ 
Experience under these 1946 rules for 
tertiary and subsidiary loans seem to have 
been something of a disappointment to 
the State Building Loan Bureau and to 
the government. It has taken more 
time than was expected for the munici- 
palities to start housing projects or to 
put social housing organizations into 
operation. At the same time the private 
enterprises have shown less interest in 
using the state tertiary and subsidiary 
loans. One reason for this lessened in- 
terest seems to be the expectation that 
the rent level will rise.'* Since the 
tertiary and subsidiary loans are com- 
bined with rent control until they are 
completely paid off, entrepreneurs see 
in them a barrier to taking advantage of 
a rising rent level, and consequently 
consider it more advantageous to finance 
the projects without state assistance. 
Since the housing production of the 
municipalities and the social housing 
organizations is too small, the govern- 
ment wants private enterprises to build. 
But it is anxious to keep over the private 
enterprises the control inherent in the 
tertiary and subsidiary loans. Therefore 
the government proposed, in April 1947, 
some changes which aim at encouraging 
private enterprises to use these loans. 
According to this proposal, the loan 
limit of 90 instead of 85 percent would be 


17 Part I, p. 453 f. 
18 Prop. 235, pp. 117 f. 
19 Prop. 235, p. 132. 
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less the exception, and the extra amortiz- 
ation of 1.5 percent would be limited to 
six years instead of ten.'® ‘These amend- 
ments were put in force on July 1, 1947. 

Building costs have continued to in- 
crease since July 1946, when the rules on 
tertiary and subsidiary loans became 
valid, but the government seems to have 
decided not to let this fact result in a 
higher rent level. Instead of allowing 
higher rents it provided that the subsidy 
loans be extended to practically all places 
in the country. This change became 
valid July 1, 1947.?° 


Financing Single- and Two-Family Housing 


The present system of loans and sub- 
sidies to single- and two-family houses is 
rather complicated and irrational. The 
government proposed that the eight 
different kinds of loans and subsidies be 
replaced by only one kind of home loan, 
part of which is free from interest and 
amortization and therefore is a subsidy. 
This new loan system has been approved 
by the Riksdag and will go into effect on 
July 1, 1948.23 

To qualify for the new home loans, a 
rural housing unit must have at least two 
rooms plus kitchen and an area of about 
650 square feet. In the communities 
each unit must have at least 3 rooms plus 
kitchen and an area ot about 750 square 
teet. The reason tor this difference as to 
minimum space standard is this: If a 
family in a community wants a unit of 
only 2 rooms plus kitchen, it will be able 
to find such a unit in a multi-family 
house; but in the country this opportunity 
usually will not exist. As a rule, there 
has to be running water, central heating 
and bath in the houses to qualify for the 
loans. 

For units which meet these minimum 
requirements but do not have an area of 


20 Prop. 235, p. 130. 
21 Prop. 235, pp. 61-71, 132 f. 
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more than 1,300 square feet, the following 
rules are proposed: The home loan from 
the state has to be secured by a mortgage 
of not more than 90 percent of the ap- 
proved cost. A part of the loan cor- 
responding to 50 percent of the cost is at 
first free from amortization. Nothing is 
decided about the future amortization of 
this part when the loan is granted; the 
way in which it shall be paid does not 
have to be determined for 25 years. 
Out of the part above 50 percent, 4,000 
kronor ($1,111) for single-family houses 
and 6,000 kronor ($1,667) for two-family 
houses are free for all time not only from 
amortization but also from interest. This 
part of the loan constitutes a so-called 
capital subsidy. However, under certain 
conditions it is possible that the govern- 
ment will require that this part of the 
loan will have to be paid. The balance 
is to be amortized in 25 vears and the 
interest rate is 3 percent. 

Suppose, for example, that the ap- 
proved cost of a single-family house is 
30,000 kronor. Then the home loan is 
27,000 kronor. Out of the home loan, 
4,000 kronor (about 13 percent of the 
approved cost) is a capital subsidy. 
15,000 krono: (50 percent of the ap- 
proved cost) is at first free from amor- 
tization. The remaining 8,000 kronor 
have to be paid off within 25 years. The 
amortization of the 15,000 kronor which 
are at first free from amortization will 
presumably start when the 8,000 kronor 
are paid back. 

For units of more than 1300 square 
feet, the rules are the same except that 
the limit is 75 percent instead of 90 per- 
cent, and there is no capital subsidy. 


Exceptions can be made for families with 


many children. If an area of more than 
1300 square feet is regarded as necessary 
for a decent space standard, the same 
rules with regard to loan limit and capi- 
tal subsidy can be applied. 
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These proposed rules will decrease the 
annual costs of single- and two-family 
houses, and may increase the proportion 
of single-family houses in Sweden. 


Family Housing Subsidies 


It would be excessively costly to give a 
general housing subsidy large enough to 
decrease rents to a level where every 
family would demand a sufficiently large 
dwelling unit. It is necessary to differen- 
tiate according to the needs of families. 
Statistics show a high correlation be- 
tween crowding and the number of 
children, and point to number of children 
as a basis for the subsidy policy. If we 
classify the families by the number of 
children below 15 years, we find the 
following percentages of crowded units in 
cities outside of Stockholm in 1939.22 (A 
unit is regarded as crowded, if it does not 
meet the minimum standard of not more 
than 2 fersons per room exclusive of the 
kitchen.) 


Number of Children 3 4 5or All 


more Sizes 
Percent of Crowded Units. .43.9 45.9 68.5 75.6 89.8 48.0 


Obviously this correlation between 
crowding and number of children sug- 
gests advantages in a subsidy differenti- 
ation according to the number of chil- 
dren and, on July 1, 1948, the loan sub- 
sidies described in the two preceding 
sections will be supplemented by family 
housing subsidies. Technically, it is im- 
possible to provide a satisfactory space 
standard for all families immediately. 
Therefore, some kind of selection has to 
be made. 

According to the figures above, the 
percentage of crowded households is not 
much larger among the 2-children fami- 
lies than among the one-child families 
(45.9 as compared with 43.9) but, on the 
whole, it is apparently more important 
for a 2-children family than for a one- 
"Part I, p. 286. 
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child family to get at least 2 dwelling 
rooms in addition to the kitchen, which 
is the common minimum standard for 
those two types of family. Therefore the 
Social Housing Committee and later the 
government have proposed a limitation 
of the subsidy for the time being to fami- 
lies of at least 2 children.** 

Family housing subsidy will be given 
only for units of certain minimum stand- 
ards. Units in multi-family houses must 
have at least 2 dwelling rooms and 
kitchen and an area of at least 540 square 
feet and they must be equipped with 
central heating and bath. For units in 
one- or two-family houses, the standards 
are the same as for capital subsidies con- 
nected with home loans. The units 
must also be located where there are 
favorable possibilities for children’s out- 
door activities. 

The size of the subsidy is determined in 
the following way: Families in multi- 
family houses will get a subsidy of 130 
kronor ($36) per child per year. (As 
has been mentioned above, one-child 
families do not get any family housing 
subsidy but a 2-children family gets 260 
kronor, a 3-children family 390 kronor 
and so on.) For families in single- and 
two-family houses, the subsidy equals 20 
percent of the annual interest and amor- 
tization during the first year, but is not 
less than 130 kronor and not more than 
175 kronor per child per year. 

There is an income limit for the family 
housing subsidy, but that limit rises with 
the number of children. For families of 
2 children the subsidy is not granted if 
the taxable income (i.e., the assessed in- 
come after deduction of the tax-free in- 
come which presumably corresponds to a 
minimum standaid of living) exceeds 
4000 kronor ($1,111) a year; for larger 
families the limit will be higher. A 
family with 5 children below 16 years of 


23 Part I, p. 490; Prop. 235, p. 105. 
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age can get a family housing subsidy 
even if its taxable income equals 7000 
kronor ($1,944) a year. Examination 
of the income will be made only every 
fifth year, and a family will not lose 
its subsidy unless the average taxable 
income of the last five years exceeds the 
limit. 
Clearance and Reconstruction 


The loans and subsidies described will 
direct housing demand from unsatisfac- 
tory old units to new adequate units. 
They will depreciate the values of low- 
standard old properties and tend to make 
clearance advantageous for owners of 
such properties. But the owners may 
not be able to finance the substitution of 
new structures for the old ones. Further, 
a radical reconstruction of a_ whole 
neighborhood may be profitable for the 
owners as a whole while isolated improve- 
ments of separate properties would not be 
remunerative. Consequently, desirable 
clearance may not take place as a result of 
private initiative. Again, in many cases 
it is desirable to reduce the density of 
population in a large area. Such a 
change usually will decrease land values 
in that particular area but, according to 
the principle of shifting value, may in- 
crease values by about the same amount 
in other areas. Such a decrease of 
density might never be carried out with- 
out public initiative. 

According to the proposals of the Social 
Housing Committee and the government 
the local governments will be regarded as 
responsible for the housing in the munici- 
palities, which responsibility includes 
clearance investigations and proposals. 
These plans will be made in close co- 
operation with a central clearance 
agency, and after completion they will 
be submitted to that agency. The com- 
mittee recognizes that unless the planning 
is started quickly, lack of plans may be the 





SWEDEN’S HOUSING POLICY 


bottle-neck in the whole housing policy. 
Some municipalities have already made 
plans voluntarily in cooperation with the 
State Building Loan Bureau. 

When the plans are made, the next 
problem is to have them carried out. In 
some cases the plan may provide only 
that the clearance shall be carried 
through when the owners want to do it. 
In other cases the municipalities will have 
to acquire the properties and carry 
through the clearance themselves or by 
means of social housing organizations.”4 
If a municipality requests the national 
government that it be allowed to buy 
properties through condemnation, a pri- 
vate owner will be able to avert con- 
demnation by assuming an obligation 
to carry through the clearance within a 
certain time. Or the owners in the area 
may form a clearance association and 
assume such a responsibility. 

Clearance will have to be carried 
through by the municipality in many cases 
because it would not be remunerative.in 
a private economic sense. In some areas, 
particularly in Stockholm and Gothen- 
burg, the population density is now ex- 
cessive. Large parts of the residential 
areas of those cities are ‘‘stone deserts” 
made up of apartment houses built in 
closed blocks. Such areas are not suit- 
able for families with children, and the 
Committee wants to have most of this 
housing replaced so that there will be a 
lower density of population. Such 
changes would cause losses to private 
owners which would not be regarded as 
fair, and the State and the municipalities 
have to assume those losses. The loss 
that the public has to take in such a case 
(clearance cost) is defined as the appraised 
value of the old properties (the gross 
land cost) minus the value of the land, 
according to the new plan. 

"When the Committee uses the word “‘clearance” (the 


Swedish term is “sanering”) it means both demolition and 
reconstruction. (Part II, pp 19f.) 
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The gross land cost depends upon the 
way in which the old properties are 
appraised. Investigations made by the 
Social Housing Committee indicate that 
the prices at condemnation usually have 
been considerably higher than the normal 
market values. The sellers have profited 
at a cost to the public, and the Committee 
has tried to find a way to avoid this 
practice. It has found that assessed 
values usually conform to the sales 
values. Therefore, it proposes that the 
condemnation value may not differ 
more than 20 percent from the assessed 
value unless the condemnation board is 
unanimous. 

The value of the land, acco ding to the 
new plan, depends not only upon the city 
plan but also, among other things, upon 
the anticipated rent receipts from the 
new properties. This raises the question: 
How shall the rents be fixed when the 
properties are owned by the municipality 


or by a non-profit social housing organ- 


ization? It seems reasonable that, after 
the housing shortage has been eliminated, 
rents be adapted to what people are 
willing to pay because of the more or less 
desirable location. The committee also 
declares that it ‘‘considers it natural and 
inevitable that the rents (land values) in 
a community be differentiated according 
to the more or less central location of the 
properties.”’?> However, it does not seem 
to be quite clear on this point. It “does 
not find it appropriate in connection with 
a clearance which is supported by the 
public authorities to permit variations in 
rents and land values of the size for 
which the market situation of 1939 gave 
room.”?6 And it wants to have the 
rents fixed in accordance with a “fair 
land value,”’?? a concept which is not 
adequately defined. 
26 Part IT, p. 228. 
26 Part II, p. 234. 


27The Swedish expression is “skalig tomtkostnad,” 
Part II, p. 236. 
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The Committee presents some reasons 
for its opinion about the rents in the 
cleared areas. One of them is an idea 
that a rent determination according to 
the principle of “the highest possible 
market rent” could, by way of building 
costs, spread also to the production in the 
outskirts so that the general rert level 
could get a tendency to increase.” ?* For 
my own part I do not_understand this 
relationship, and no explanation is given 
by the Committee in its report. 

Another reason that the Committee 
wants low rents in the cleared areas is 
that they want to make it possible for 
many households with low rent-paying 
ability to continue to live there after they 
are cleared. To live in the renovated 
area may be more important for some of 
those families than for other households 
with greater purchasing power who 
would win in the competition for the 
new dwelling units if the market were 
free.2® This social viewpoint certainly 
deserves attention, but it would be much 
cheaper to give special subsidies in cases 
where subsidies really are needed than to 
give a general subsidy to all tenants in 
the area in the form of an unnecessarily 
low rent level. 

The committee proposes a_ subsidy 
called land cost contribution, which 
would cover the clearance costs.*° The 
main portion of this subsidy comes from 
the municipality and the state contributes 
only a so-called clearance contribution®! 
which would equal 14 of the total clear- 
ance cost except that it would not exceed 
20 kronor per square meter, that is about 
50 cents per square foot, of dwelling 
area.*? As a rule, the clearance contri- 
bution would be granted only for clear- 
ance projects which are undertaken by 


28 Part II, p. 229. 

29 Part II, pp. 203, 229. 

80 The Swedish term is “‘tomtkostnadsbidrag.” Part II, 
p. 225. 

31 The Swedish term is “saneringsbidrag.” 
p. 225. 
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municipalities or social housing organ- 
izations. * 

For the balance of the land cost contri- 
bution the municipalities would be en- 
titled to a clearance loan from the state 
at an interest rate of 3 percent and an 
amortization period of 50 years.*4 For 
interest and amortization of the clearance 
loan, the municipalities would have the 
right to collect a special so-called depre- 
ciation charge from properties in the mu- 
nicipality. The receipts from this charge 
would be allocated to a clearance fund. 
The municipalities would not be allowed 
to use these funds for any other purposes 
than clearance and reconstruction of the 
communities. 

The depreciation charge would in- 
crease with the age of the property. 
During the first 10 years of the life of a 
property, there would be no charge at all. 
From the 11th to the 40th year, the 
charge would be one-half of the so-called 
normal charge. From the 41st to the 
60th year it would equal the normal 
charge. After the 60th year it would 
equal twice the normal charge.** 


The Committee gives two reasons for 
making the depreciation charge increase 
with the age of the property. First, loan 
amortizations are usually arranged in 
such_a way that debt service outlays de- 
crease when the properties become older 
and, therefore, properties usually can 
afford to pay more when they are older.** 
Second, if the charge is higher for older 
properties, then the net yield and the 
value of older properties decrease in such 
a way that clearance is stimulated.*’ 

The municipality would determine 
annually the size of the normal charge 
within the limits 0.04 and 0.2 percent of 


32 Part II, p. 249. 
33 Part II, p. 252. 
3 Part II, p. 254. 
36 Part II, p. 262. 
$6 Part II, p. 261. 
37 Part II, p. 261. 
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the assessed value.** The committee 
points out that the significance of such 
a charge for the properties would be 
small.*® However, the significance for 
the economy of the municipality would 
also be small and, therefore, it might be 
better to finance the clearance loan in- 
terest and amortization by regular mu- 
nicipal taxes instead of making the 
system more complicated by introducing 
the depreciation charge. 

Conditions change, and the city plans 
which will be carried through in the 
nearest 10 or 15 years may to a large ex- 
tent turn out to be inadequate later. In 
order to make a further reconstruction of 
the communities possible without incur- 
ring unnecessary extra costs for clearance, 
it is important that the municiralities do 
not sell the land which they already own 
or which they acquire in connection with 
the clearance. The committee recom- 
mends that the long-term land lease be 


used to a larger extent than hitherto. 
The most usual lease term is 60 years.‘° 
Since most of the land is privately 


owned, the Committee proposes the 
following supplementary arrangement in 
order to make future reconstruction 
cheaper. When a building permit is 
given, it shall include the frovision that, 
after 75 years, the owner either will have 
to rebuild the property according to the 
city plan which is then valid, o1 will have 
to sell the property at a price which is 
determined according to certain rules. 
As to buildings which already exist, the 
term of the building permit shall be 
limited to 75 years from the date when 
the proposed law comes into force.*! 
This provision will make the depreciation 


more rapid so that future clearance costs 


are lower. 
Public Housing Agencies 


_ Finally: a few words should be said 


38 Part II, p. 262. 
#9 Part II, p. 261. 
4° The Swedish term is “tomtratt,” Part II, pp. 306-312. 
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about the public agencies which will 
have to handle the future housing policy. 
During the war, the State Building Loan 
Bureau under the leadership of Dr. Alf 
Johansson became the most important 
central agency for the Swedish nonfarm 
housing policy. It granted tertiary and 
subsidiary loans and, in connection with 
this activity, exercised a great influence 
upon both the quantity, the quality and 
the price of new housing. The Bureau 
cooperated directly with municipalities. 

The Social Housing Committee pro- 
poses that the Building Loan Bureau be 
reorganized into a central housing ad- 
ministration with a state housing office in 
each county.‘? The housing adminis- 
tration would continue to cooperate 
directly with the larger municipalities, 
but the county offices would bz inter- 
mediary between the Administration 
and the smaller municipalities and the 
countryside. The county offices would 
decide all questions except those which 
refer to multi-family houses, which would 
be handled by the central housing ad- 
ministration upon recommendations from 
the county offices. 

The county offices would be important 
from a planning viewpoint. Only the 
larger municipalities can afford an orgaa- 
ization adequate tor planning. The need 
of the smaller municipalities tor such assist- 
ance would be met by the county offices. 

On the whole, prospects are good. 
Not only will the present housing short- 
age probably be eliminated within a few 
years, but the standard will be raised 
considerably with regard to space, equip- 
ment and city plans. It is true that 
there will be difficulties. Among other 
things, the shortage of city planning ex- 
perts is serious. But in this case at least, 
a somewhat deficient planning is better 
than no planning at all. 


“| Part II, pp. 293-305. 
4tThe Swedish term is “lan.” A “lan” is usually 
larger than an American county. 





Only Caucasian: A Study of Race Covenants 
By JOHN P. DEAN* 


HE restrictive covenant is under 

attack as the leading device by 
which race ghettos are legally main- 
tained in America. Yet few reliable 
data have been offered to document its 
prevalence. The oft-quoted statement of 
an unsigned article in Crisis that “in 
Chicago it has been estimated that 80 
percent of the city is covered by such 
agreements” has received wide currency 
and has begun to acquire the ring of 
validity. But it has been ‘“‘estimated,” 
too, by a reliable executive of a New York 
title company, that a study of race 
covenants in the New York area would 
disclose ‘‘not more than a_ handful.” 
Both could be right. Both could be 


wrong. ‘To fill this gap, the study here 
repoited was undertaken. 


The restrictive covenant becomes a 
vehicle for racism when property owners 
in a neighborhood agree not to rent or 
sell their property to Negroes or other 
ethnic minorities. Widespread use of 
the restrictive covenant limits the hous- 
ing available to Negroes and condemns 
them to the overcrowded dwellings of 
“black belts.” There the evils of resi- 
dential segregation multiply into the 
evils of separate stores, separate restau- 
rants, separate schools, and separate 
public services—not equal and seriously 
too few. Since the inadequacy of these 
institutions becomes identified with the 
inadequacy of the people themselves, 
expansion of the restricted group to new 
areas of residence is seen as a threat to 
neighborhood character and property 
values. If white residents begin to aban- 
don the old neighborhood in numbers, 
the threat may become reality. As a 
result, black belts usually expand by 


* Research Fellow, Social Science Research Council. 


sudden and expulsive accretions to their 
borders when the bonds that restrain 
them can no longer hold back the rising 
pressures of overcrowding. Each subse- 
quent inundation confirms anew the 
prejudices that caused it. 

Thus any restraint forbidding Negroes 
from moving into new non-segregated 
areas needs careful scrutiny to judge its 
prevalence and ultimate repercussions 
on property values, race tension, and 
social injustice. Recent statements say 
that the increasing segregation of Negroes 
in Northern communities has developed. 
with the spread of race covenants. But 
since informal discrimination and de- 
pressed economic status achieve segre- 
gation too, there has been doubt about 
the specific role of race covenants—es- 
pecially since no one has known how 
extensive they are. 

The present study investigated the 
prevalence of race covenants in over 300 
recent suburban developments in 3 
counties of the New York area: Queens 
County, Nassau County, and Southern 
Westchester County—the leading outlets 
east of the Hudson for Manhattan’s 
crowded population. A large title com- 
pany in the New York area, estimated to 
handle roughly a quarter of the title 
business in Queens, Nassau, and West- 
chester, agreed to let the author examine 
the title reports summarizing the en- 
cumbrances disclosed by searching the 
title, including any covenants and restric- 
tions on the property at the time of the 
search. All subdivisions of 20 parcels or 
more (and, for comparison, an additional 
132 developments of less than 20 parcels) 
were checked for the period since the 
war and for the period of extensive pre- 
war building of the late 1930’s and early 
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1940’s.! In most instances a copy of the 
covenants and restrictions, if any, was 
attached to the title report. If not 
attached, the official volume and page 
where the covenants were on record in 
the County Register’s Office was noted 
and checked for restrictions on race. 
Several title reports were checked for 
each development. In almost every in- 
stance—309 out of 315—all properties 
in the development were either uniformly 
free of race restrictions or uniformly 
covered by them. A few race covenants 
may have been missed (1) where the 
parcels sampled were free of them but 
those not selected were restricted, or 
(2) where the race covenant agreements 
were imposed after the dating of the title 
report. Insofar as this was the case, the 
figures given here understate somewhat 
the extent of race restrictive covenants. 

How prevalent are race restrictive 
covenants? In the 315 recent develop- 
ments in Queens, Nassau, and Southern 
Westchester surveyed in the study, race 
covenants applied to few small develop- 
ments; but they were frequent on the 
large-scale building operations. Only 8 
per cent of the developments with less 
than 20 homes were restricted against 
Negroes, compared with nearly one-half 
(48%) of the subdivisions of 20 homes or 
more. And among large developments 
of 75 properties or more five-sixths were 
race restricted (Table I). No less than 
56 per cent of all homes checked were 
forbidden to Negroes. The proportion 
rises to 63 per cent for properties in 
developments of 20 or more houses and to 
85 per cent for homes in subdivisions of 
75 or more. These figures suggest that 
in the larger subdivisions where new 
properties are numerous enough to create 


1 Discussions with executives of the company disclosed 
no reason to believe that the developments covered in the 
title searches of this company were in any way unrepresenta- 
tive of the properties developed during the period covered 
by the study. 
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their own new neighborhood, race restric- 
tions are considered necessary to guaran- 
tee the uniform racial character of families 
moving in and to maintain uniform 
occupancy thereafter. But where just a 
handful of houses are constructed in an 
already-built-up neighborhood, inter- 
locking friendships, mutual loyalties, and 
existing social pressures can be depended 
upon as an adequate barrier against Ne- 


groes. 


TABLE I—Race Restrictive CoveNANTs IN SuBDIvI- 
sions DeveLopep DurinG THE Last DecapDE IN QUEENS, 
Nassau, & WESTCHESTER CouNTIES, BY SIZE oF SuBDIVI- 

SION : 








Size of Subdivision 





75 or 
More 
Parcels 


Less than 
20 20 to 74 
Parcels | Parcels 





No.| % |No.| % |,No.| % 





Subdivisions with 


race restrictions] 11 37%} 35 


8%| 52 
Subdivisions 
without race 
restrictions. . . .|121a}/92%|89b |63%] 7c 


141] 100} 42 | 100} 315) 100 


217 

















“132 100 





Approximate No. 


of Parcels (d).| 1300 4800 5200 11,300 

















(a) One subdivision of 6 parcels had a race restriction on one 

parcel. 

(b) Four of these subdivisions had racial restrictions on som ¢ 
but not all of the parcels. 

(c) One of these subdivisions had race restrictions on only a 

few peers. 

(d) For 17 subdivisions for which accurate information on the 


number of parcels was unavailable conservative estimates 
were made. These subdivisions are not included in Table II. 


Is the use of race covenants increasing 
or decreasing? Unfortunately, we can- 
not tell from the data of this study. As 
shown in Table II, a higher proportion 
of the properties in prewar than in post- 
war subdivisions are race restricted. 
But many of the postwar developments 
have not been completed,? and restrictive 
covenants are frequently imposed after 


2 Most of the postwar developments in Queens and 
Nassau were still making up title reports for individual 
properties and on many subdivisions no title closings had 
been made. At least 10 subdivisions averaging 45-50 parcels 
had indicated their completed size would average about 200 
homes. 
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TABLE II—Properties Restricrep as To Raciat Oc- 
CUPANCY AS A Per Cent or ToTAL PROPERTIES, BY SIZE OF 
SuBDIVISION AND WHETHER SUBDIVISION WAS DEVELOPED 
IN THE PREWAR OR Postwar PERIOD 








Prewar (a) |Postwar (b) 





Total Parcels on which 
data available. 
Parcels restricted as 
to race 
—as % of total parcels. 


6 ,827 3 ,726 


4,432 
65.0% 


1,481 
39.7% 





Parcels in subdivisions 
of 20 or more par- 
cels, restricted as to 


—as % of all parcels in 
subdivisions of 20 
parcels or more. 





Parcels in subdivisions 
of 75 or more par- 
cels restricted as to 
RROD duwis eo nescs 

—as % of all parcels in 
subdivisions of 75 
parcels or more... . . 


2,921 1,082 4,003 


86.7% 81.1% 85.1% 














(a) Subdivisions developed 1938 to 1942 in Queens and 
Nassau counties, 1935 to 1942 in Westchester County. 

(b) 1945 to 1947 subdivisions, many of which are still: n 
process of development. 


completion, either by including them in 
the deed when the purchaser takes over 
or by filing in the Register’s Office a 
declaration of covenants and restrictions 
that affects all subsequent transfers. 
Thus the race restrictions found on post- 
war subdivisions represented for the 
most part instances where the land was 
laid out or partially developed before the 
war and the restrictions imposed at that 
time. Some few of the larger operative 
builders had already made _ postwar 
declarations of restrictive covenants, but 
others, we can safely assume, will impose 
covenants and restrictions at the time of 
closing title. For this reason, too, the 
figures here reported understate the ex- 
tent of race covenants. Their prevalence 
is best judged by the 71.6 per cent of 
homes in prewar developments of 20 
homes or more which carry race cove- 
nants. 

The rapid spread of race covenants 
within the last decade is attested by 
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other data which drew increasing at- 
tention as the study proceeded: ; 

(1) Subdivisions with covenants im- 
posed prior to the 1930’s rarely were re- 
stricted as to racial occupancy, even 
though otherwise protected with restric- 
tions on residential character similar to 
those contained in covenants today. 

(2) The influence of the Federal Hous- 
ing Administration on race restrictions 
began to stand out with embarassing 
clarity. Covenants with those special 
building and occupancy restrictions as- 
sociated with the FHA-house almost in- 
variably included a race clause. Wond- 
ing parallel to the recommendation of 
the 1938 FHA Underwriting Manual that 
restrictive covenants include a ‘‘prohibi- 
tion of the occupancy of properties except 
by the race for which they are intended”’,’ 
was found in a number of race clauses: 


‘Said [premises] shall be maintained for the 
use and occupancy of persons of the Cauca- 
sian race, and no race or nationality other 
than those for whom the premises are in- 
tended shall use or occupy any building or 
lot.” 


“It is intended that the said premises are re- 
stricted to the use and occupancy of the 
Caucasian race only . . .” 


In some cases the FHA was identified in 
the preamble to covenants as one of the 
reasons for the restrictions imposed: 


‘Whereas the Federal Housing Administra- 
tion requires that the existing mortgages on 
the said premises be subject and subordinated 
to the said restrictions . . .” 


or again, in another: 


‘“Whereas the parties hereto desire to modify, 
add to and amplify the said restrictions in 


3 Sec. 980 (3). Under pressure, the FHA has deleted 
from its recently-issued postwar revision of the Underwriting 
Manual direct references to “incompatible racial and social 
groups,” “inharmonious racial groups,” etc., (it speaks in- 
stead of “user groups”). And the manual no longer recom- 
mends the use of race covenants. Despite this change in 
official wording, local FHA offices will undoubtedly con- 
tinue to approve race restrictive covenants wherever their 
use is firmly established. 
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conformity with the requirements of the 
Federal Housing Administration . . .” 


And finally, race covenants are more 
frequent among the large operative 
builders who require financing assistance 
and use the FHA guarantee to secure 
building loans. Note for instance: 


“Whereas . . . [names of owners]... in 
order to better secure their mortgage by the 
development of said tract into 1-family houses 
and to better promote the sale thereof, are 
willing to subordinate and make subject 
their lien of their said mortgage to the re- 
strictions required by the Federal Housing 
Administration as hereinafter set forth . . .” 


In these instances where the FHA was 
mentioned, race restrictions were in- 
cluded. Restrictive covenants, once crys- 
tallized as an aid to financing and mort- 
gage stability, spread and become legion. 
Just as it became common practice 
around the turn of the century to impose 
restrictions against any slaughter house, 


brewery, or manufactory of gunpowder 
or glue, so the race clause is becoming 
customary among restrictive covenants 
today. This practice casts a long shadow 
on the trend toward large-scale building 
operations. One builder consistent in the 


TABLE I1I—Suspivisions or Twenty oR More PArRceELs 
Witn Race Restrictive CovENANTS, BY LOCATION IN 
Queens County, Nassau County, AND WESTCHESTER 
County, N.Y. 








Subdivi-| Subdivi- 
sions in | sions in 
Queens | Nassau | West- 
County, | County, 
N. ¥. N. Y. 
N.Y. 


% \No.| % |No.| % |No.| % 





Subdivisions with! 
race restric- 

i 45 | 28 | 47 | 23 | 52 | 87 | 48. 
Subdivisions 
without race re-| 


strictions 44a| 55 53 | 21 | 48 | 96 | 52 





Total...........| 80 | 100) 59 | 100} 44 | 100] 183] 100 





























(s) LP pe hen of these subdivisions have race restrictions on part 
tb) ‘Two 0 oft these subdivisions have race restrictions on part 
of the parcels. 


use of race covenants is identified by 
Architectural Forum as ‘‘for 25 years one of 
Long Island’s most prolific house- 
builders.” His past and present build- 
ing program involves 11,300 dwelling 
units—the equivalent of a city of 40,000 
to 45,000 people. 

How much variation is there from one 
development to another in race restric- 
tions? In the New York area, race 
covenants are aimed primarily at Ne- 
groes. Sometimes they are identified 
positively in the covenants as “negroes or 
any persons of the negro race of blood” 
(sic) or perhaps as “persons of African 
descent who are not of the Caucasian 
Race.” More often the restricted group 
extends beyond Negroes to include all 
“non-Caucasians” or “persons of any 
race other than the white or Caucasian 
race.” Or the covenant may designate 
only those permitted: 


*‘No house shall be used or occupied except 
by white people.” 

‘Said premises are restricted to the use or 
occupancy of the Caucasian race only.” 


In most developments, the race cove- 
nants apply only to the use or occupancy 
of dwellings. Our courts have generally 
upheld covenants against use, while 
those against the sale or alienation of 
property have often been ruled out. 
Nonetheless, many a restrictive cove- 
nant in the New York area aims to re- 
strain both ownership and use: 

“No plot or part of plot or building thereon 


shall be owned or occupied by any other than 
the Caucasian race.” 

‘‘No part of said premises shall ever be used or 
occupied by or sold, conveyed, leased, rented, 
or given to persons other than of the Cauca- 
sian race.” 


In all cases except one (an oversight?) 2 a 
loophole was left for servants: 


“This covenant shall not prevent occupancy 
by domestic servants of a different race 
domiciled with an owner or tenant.” 
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‘This covenant shall not prohibit the engage- 
ment or maintenance of colored servants or 
domestics in the family household.” 


Where the covenant wished to plug all 
loopholes, an expanded version such as 
the following was used: 

“No plot or part of any plot or building 
thereon shall be occupied by any person 
other than of the Caucasian race, nor shall 
be sold, leased, conveyed, or rented in any 
form or manner by any title legal or equitable 
to any person other than those of the Cauca- 
sian race, nor to any firm or corporation of 
which any person or persons other than those 
of the Caucasian race shall be a member, 
officer, or stockholder.”? (Domestic servants 
are then excepted.) 


Despite occasional individual variations 
such as this, most 1ace clauses took on a 
rather standardized form which, with 
minor deviations in phrasing in each of 
the three counties surveyed, runs as 
follows: 

“‘No race other than the Caucasian race shall 
use or occupy any building or lot, except that 
this restriction shall not prevent occupancy 
by domestic servants of a different race em- 
ployed by an owner or tenant.” 


Variations in wording such as_ these 
suggest that the restrictive covenant 
device, once understood and practiced— 
and sanctioned by the _ courts—will 
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spread from one group to another in a 
network of discriminations that call forth 
inter-group hostility. Already race 
covenants in different parts of the country 
have excluded Chinese, Japanese, Jews, 
Indians, Mexicans, Persians, Syrians, 
Armenians, and even a Seventh Day Ad- 
ventist. The form of a 1946 covenant 
imposed on a development of 200 homes 
in Westchester County suggests that all 
these groups and others, too, will be 
excluded: 


“No portion of said premises shall be con- 
veyed or in any way transferred, and no 
land and improvement thereon shall be let to 
any person or persons by any owner thereof 
without the written consent of the company 
to such conveyance, transfer, letting or sub- 
letting.” 


With devices such as this coming into 
use against minorifies, we can expect 
conflict to intensify between Caucasian 
and other-than-Caucasian races. At a 
time when the darker skinned peoples 
all over the world are coming alive with 
population growth, nationalism, and 
technological skill, it is surprising that 
the one-third of the world’s population 
represented by Caucasians do not antici- 
pate their shrinking status as an ethnic 
minority. 

















Reports and Comments 














Two Commentaries on Anatomy of Depreciation 


‘THs volume on the subject of accounting 

for retirement, or so-called ‘deprecia- 
tion,” by the late Luther R. Nash was 
prompted by the 1943 and 1944 reports of 
the Committee of Depreciation of the Na- 
tional Association of Railway and Utilities 
Commissioners (herinafter called NARUC). 
It is an excellent discussion of the subject by 
an engineer of over fifty years’ experience as 
designer, builder and manager of large 
utility properties who was an active partici- 
pant in the work of the Edison Electric Insti- 
tute Committee on Depreciation and author 
of many articles and books on this subject. 

While the writer is in full agreement with 
the presentation of Mr. Nash, he feels that 
the book would have been strengthened by 
expanding the last three chapters and sup- 
porting the argument by presenting statistics 
from Federal Power Commission publica- 
tions. ; 

The policy of that Commission has been 
clear since 1942 and 1943 as is shown by its 
own publications and by the 1943 report of 
the Committee on Depreciation of NARUC. 
It is definitely stated on page 51 of the 
Annual Report of the commission for the year 
ended June 30, 1946. That policy is there 
stated as follows: 


“The Commission has established certain policies 
relative to depreciation. 

(1) Consistency in determination of annual de- 
preciation and accrued depreciation, that is, the 
use of the same basis for both the annual charge and the 
deduction from investment for determination of the rate 
base. 

(2) The computation of depreciation on the orig- 
inal cost or investment rather than on fair value 
of the property.” (Italics inserted) 


Unfortunately Mr. Nash did not present 
statistical exhibits to combat this policy, as 
it was well known long before it was officially 
announced. 

The book is a strong argument for the 
reserve plan approved by the Edison Electric 
Institute for the retirement of units of 


property, sufficient to meet current and 
prospective retirements, but limiting the 
credit balance within maximum and mini- 
mum percentages of total investment in plant, 
to be fixed from time to time, with commis- 
sion approval, as the history of retirement 
costs, the character, age or condition of the 
property, economic developments or legal 
requirements indicate that a change is de- 
sirable. 

The eight chapters deal with Early Ac- 
counting History, Retirement Accounting, 
the Straight Line Method, Service Lives, 
Interest Methods, Reserve Size Method, 
Treatment of Reserves, and a final chapter on 
Relative Advantages of Available Methods. 
The author defines so-called depreciation 
accounting as “‘an orderly method of provid- 
ing for the retirement of property” and also 
“prefers to think of accrued retirement lia- 
bility instead of depreciation.” He empha- 
sizes the fact that accounting deals with 
costs. and that considerations of value are 
restricted to other proceedings than those of 
providing proper accounting rules. 

The chapters of special interest in the 
book are the one on Retirement Accounting 
and the two closing chapters. The finding 
of depreciation a physical condition of operat-: 
ing property which impairs capacity for 
service is purely an engineering problem, a 
determination of fact, and is not discussed in 
the book. 

The author points out the fact that the 
first uniform systems of accounts of 1922 of 
NARUC were the joint work of selected 
representatives of commissions and utilities; 
that it was decided that the purpose of these 
particular accounts was to provide for retire- 
ments, not depreciation, and quotes from the 
text, in part, as follows: 


“The losses which this account is intended to 
cover are those incident to important retire- 
ments of buildings, of large sections of continu- 
ous structures like electric lines, or of identifiable 
units of plant or equipment ... .” 
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These early accounting regulations had 
weaknesses that were serious and abuses 
followed. One weakness was that there was 
no requirement that, regardless of earnings, 
there must be strict observance of rules for 
annual charges to expense for the reserve as 
approved by the commission. A second was 
the failure to provide maximum and mini- 
mum limits to the reserve. The years while 
this classification was in effect, 1922-1934, 
were years in which there were enough cases 
of financial abuses through pressure of hold- 
ing companies for payment of dividends to 
support the criticism of the system by straight- 
line advocates in the federal agencies. 

During those years, as shown by Mr. Nash 
(Table I), in the seventeen companies used 
as an illustration, the total credit balance, 
in per cent of total plant, increased from 
8.93% in 1922 to 10.85% in 1934. Under 
the new classification providing straight-line 
reserves, it rapidly increased to 20.04% in 
1943. Federal Power Commission statistics 
show an increase in the credit balance for all 
Class A and B power companies from 10.8% 
in 1937 to 21.2% in 1945. 

The chapter captioned Reserve Size 
Method is worthy of most careful study. 
The author traces its development during 
the years 1936-1944, years when it was 
under study by the Committee of the Edison 
Electric Institute; he then explains the 
method, refers to the book, Depreciation Ac- 
counting Applied to Public Utilities, by Samuel 
Ferguson and discusses size of reserve, ac- 
crual formula and adjustment of life estimates. 

The objective of any form of “‘depreciation” 
accounting should be a reasonable method 
of charging the cost of plant consumed in 
service to operating expenses, and therefore, 
of course, to the customer. The size of the 
reserve should vary greatly, depending on 
the size of the property, its age and maturity; 
and the maximum reserve in per cent of 
plant cost should be quite large on small, 
static properties serving a small area or a 
single city, while on far-flung properties with 
many generating plants there is no need for 
maintaining large credit balances. 

Mr. Nash’s discussion of these reserves is of 
great interest. He cites and quotes a Wis- 
consin Commission of 1923! which provides 
for the crediting of interest for the use by the 
company of reserve capital exactly compar- 
able to the payment of interest on a funded 
debt. 
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Chapters VII and VIII summarize the 
author’s conclusion and criticisms of the 
report of the NARUC Committee on De- 
preciation. Both chapters are well done 
and are worthy of careful study. This 
volume should be on the shelf of every engi- 
neer and manager interested in the subject. 
While the writer is in full accord with Mr. 
Nash’s thesis, he thinks that some subjects 
that are dismissed with a paragraph or two 
should have been expanded substantially. 

In the chapter on the Straight-Line 
Method Mr. Nash does not discuss the ex- 
cessive estimates of depreciation due to the 
inclusion of such maintenance costs as the 
renewal of poles, rail, ties and other compo- 
nent items of major operating units, such as 
transmission or distribution lines of telephone 
or power companies and other similar 
property. When one, or several, poles are 
destroyed by fire, flood, ice storms or decay, 
they must be replaced immediately in order 
that the transmission line, the unit of service 
of continuing life, can maintain uninterrupted 
service. The renewal of the pole is pure 
maintenance, an operating expense com- 
parable with the renewal of a railroad tie or 
a broken wheel on a locomotive. The unit 
to be retired is the transmission line, whose 
cost is known and which performs a definite 
service. Maintenance charges to operating 
expense of the cost of its component parts as 
they decay or are destroyed, keeps the unit of 
property functioning to its full capacity in- 
definitely. 

Mr. Nash makes reference to the belief of 
regulatory accountants that the credit bal- 
ance in the reserve should appear as a de- 
duction on the asset side of the balance sheet 
and thus conform to the accounting practice 
of unregulated industry. He favors the 
present practice of carrying the reserve as a 
liability but does not discuss the. subject at 
length. 

There is no similarity between the water 
works, telephone, power and gas utilities, 
each of which furnishes a single service which 
must be continuous and unregulated industry. 
These utilities have made our present-day 
great cities and very high buildings possible. 
The interruption of those services would make 
city life impossible. They must continue to 
give constant service under rates controlled 
by commissions. 


1 Duluth St. Ry. Co. (Wis.) P. U. R. 1923 D, 705-737. 
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Balance Sheet Percentages 





Industry 


Property 
Plant and 
Equipment \Goods on Hand 


| Material, 
Supplies, Work 
in Progress 


Investments, 
Funds, Current 
Assets 





Eight large manufacturing corpora- 
tions: Steel, Motors, Auto Parts, 
Drugs, Dairy Products, Soap and 


3 Major Railroads 
4 Class A Electric Power 
Water Works, 60 Cities 





33.20 
42.38 

9.50 
11.38 


100% 
100% 
100% 


100% 














Manufacturing and commercial corpora- 
tions are under no obligation to continue in 
business; their rates are competitive and con- 
stantly' fluctuate as economic conditions 
change. 

The major investment of the utility corpo- 
rations is in plants, built to render only one 
service and incapable of change to any other 
service. Industry has relatively a much 
smaller’ investment in plant and substantial 
investment in materials and supplies of manu- 
facture, work in progress, finished goods on 
hand and current assets. 

A recent study made by the writer compar- 
ing balance sheet percentages, all utility 
reserves transferred to the asset side and de- 
ducted, showed the figures tabulated above. 

That this study was made of properties 
large enough to be fairly representative is in- 
dicated by the figures below. 

This writer is of the firm conviction that 
the retirement reserve of regulated public 
utilities should be carried on the liability 
side of the balance sheet. It reflects money 
paid for service, owned by the company but 
set aside to reimburse the company for future 





retirements as they occur. It is not working 
capital. If invested temporarily in new 
plant, or otherwise used by the company, 
the reserve should be credited with the same 
amount of interest as would be paid for new 
money. Money in the reserve not used by 
the company should be invested. The 
corporation should be always in position to 
account for every dollar of the reserve. The 
writer’s studies in recent years have convinced 
him that unregulated, unrestricted “straight- 
line” reserves furnish a temptation to conceal 
large earnings and to secure hidden profits. 
The statistical reports of the Federal Power 
Commission give data for all Class A and B 
power companies which show growth of 
plant, excessive growth of the credit balance 
in an industry which is technologically much 
more mature than it was prior to 1930, and 
which clearly show the evident intention of 
some of the federal officials to destroy the 
industry by deducting the credit balance in 
finding the rate base. The figures for two 
years are interesting. (See next page) 
Thus in eight years, while investment was 
increasing 639 million dollars, the rate base 








Industry 


Combined 
-Investment 


Depreciation 
Reserve 


Per Cent 





8 Manufacturing Corporations 
3 Major Railraods 

4 Electric Power Corporations 
Waterworks Properties 


$4,289,078, 343 
4,055, 578,587 
1,654,080, 046 

164,740,369 








$2,646,422,320 
1,238,094,177 
351,722,055 
21,271,512 





51.17% 
30.5 % 
21.27% 
12.91% 
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Total Utility 


Plant Credit Balance 


Commission’s Rate 
Per Cent Base 





$13, 851,503,000 
14,490, 782,000 








$1,495,250,000 10.8 
3,064,918,000 21.2 


$12, 356,253,000 
11,425, 684,000 











under the commission’s stated policy, was 
decreasing 930 million dollars to a figure more 
than three billion dollars below actual invest- 
ment. 

During the last seven of these years the 
commission’s figures show that the number 
of customers increased 4,016,760, or 16.7%; 
sales of energy increased 88,286,261,000 
K.W.H., or 76.6%; kilowatt hour sales per 
customer increased 50.1% and revenues from 
sale of energy increased 44.1%, with a steadily 
decreasing revenue per K.W.H. sold. ‘These fig- 
ures do not indicate a depreciated or depreci- 
ating utility. They certainly support Mr. 
Nash’s analysis in the last two chapters, which 
would have been strengthened by the use of 
statistical proof. 

The arguments presented by Mr. Nash in 
the last two chapters are sensible and sound. 
Excessive charges to operating expenses need 
to be checked. Mr. Chief Justice Hughes 
said in the Lindheimer case? in discussing 
these same charges, “Charges to operating 
expenses may be as important as valuations 
of property. Thus excessive charges of 
$1,500,000 to operating expenses would be 
the equivalent of $25,000,000 in a rate base.” 
The interest at 3% on the credit balances 
shown in the Federal Power Commission 
reports from 1937 to 1945 would exceed one 
year’s interest on over nineteen billion 
dollars, or over 570 million dollars. The 
analysis of these reports, by companies, dis- 
closes several with very excessive reserves. 
Such an analysis shows the widest kind of 
variations in practice. 

Such reserves undoubtedly are essential 
but, on the great far-flung power and tele- 
phone properties of today, the history of over 
thirty years of regulated accounting would 
seem to indicate that maximum reserves of 
from 10% to 15% of plant cost have been 
ample, while on the very small properties 
serving a single community that limit may 
well exceed 50%. 


2282 U. S. 133; 75 L ed. 255. 


No subject is of more vital importance to 
the utility corporations. Mr. Nash’s volume 
is most timely. 


Henry E. Ricocs 
Chicago 


Ghosts 


"THE title of the book is suggestive that the 

author had hoped to strip the deprecia- 
tion problem of its superficialities. At least, I 
for one, approached it with the high expec- 
tation of discovering that he had laid to rest 
forever some of the misconceptions of it that 
have persisted for the past forty or more years. 
I am sorry to say, however, that he has only 
succeeded in the perpetuation of some of those 
ghostly misunderstandings rather than in 
their interment. 

The book is divided into eight chapters. 
The first is groundwork devoted to the early 
days of accounting for depreciation. The 
next two chapters are devoted to an analysis 
of the pros and cons of accounting for depreci- 
ation by the retirement and straight-line 
methods. Following this analysis he pro- 
ceeds to present successive chapters on Serv- 
ice Lives, Interest Methods, Reserve-Size 
Method, Treatment of Reserves, and a final 
chapter devoted to a comparative summary 
of the several methods. Throughout the 
book, one sees a dominant purpose, namely 
to brand the 1943 and 1944 reports of the 
Committee on Depreciation of NARUC as 
unsound and unworkable. 


At the outset the author proposes a simple 
definition of depreciation, or to be more pre- 
cise, a simple difinition of depreciation ac- 
counting. It is “an orderly method of pro- 
viding for the retirement of property.” This, 
he asserts, is consistent with the definition 
of the American Institute of Accountants. 
He concludes his section on definitions by 
substituting the phrase “accrued retirement 
liability” for the more orthodox phrases, 
“accrued depreciation,” and “reserve for 
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depreciation.” The reason for his preference 
will be seen presently. 

Nash’s fundamental thesis is a complete 
rejection of the position of the Committee on 
Depreciation of NARUC, and its strong 
recommendation for straight-line accounting 
designed to recover the cost of assets during 
the period of their service. Of course, Nash 
finds it difficult to defend the rejected retire- 
ment reserve method with its almost inevita- 
ble understatement of the depreciation re- 
serve, although he casts nostalgic glances to- 
ward it. In fact, his own proposal is but a 
refinement of it, although this he would 
probably deny. 

Nash chooses to champion the depreciation 
theory of the Edison Electric Institute, re- 
ferred to in his book as “‘reserve-size method.” 
As originally proposed, “it was intended that 
there should normally be uniform credits to a 
stable reserve but increasing or decreasing 
credits as the reserve was near its lower or 
upper limits respectively, and that a formula 
might be used for that purpose.” Later re- 
finements by the author include a formula for 
its computation, partial reliance on service- 
life data where obviously available, interest 


credits to the reserve for depreciation, and the 
use of an “undepreciated rate base,” in 


valuation proceedings. Thus his preference 
for the phrase “accrued retirement liability.” 

In his concluding chapter (pp. 199-205) 
he summarizes the advantages of the reserve- 
size method to be: (1) reliance on factual 
records of retirement costs, property growth 
and reserve-size, to the extent that past ex- 
perience will probably be duplicated in the 
future; (2) establishment of a reserve size 
conforming to existing retirement liability; 
(3) avoidance of excessive reserves which be- 
come involuntary contributions to capital; 
and, (4) automatic adjustment in amount of 
annual charge to depreciation (called ‘‘an- 
nuities” by Nash) “‘by use of a moving aver- 
age of the basic data.” The author appears 
to realize that this method of depreciation 
might lead, as did its earlier and simpler 
theory, to understated reserves for depreci- 
ation. Consequently, he proposes “continu- 
ous regulatory supervision over the size of the 
reserve and the process of its maintenance, 
adapted to each particular company.” 

As I have indicated, Nash rejects the pro- 
posal of the NARUC Committee on Depreci- 
ation for accounting by straight-line based 
on estimates of service life. He finds this 


437 


theory defective on two counts, namely, that 
‘the service lives of many kinds of units now 
in use are not known with useful accuracy,” 
and that “straight-line reserves have been 
found to exceed actual depreciation where 
they have existed long enough to disclose 
their full effects.” ¥ 

My objection to Nash’s presentation is his 
persistent oversight of the fundamental nature 
of depreciation. As has been so well stated 
in the monograph of the Wisconsin Public 
Service Commission, entitled Depreciation, A 
Review of Legal and Accounting Problems, and in 
in the 1943 and 1944 Reports of the NARUC 
Committee on Depreciation, depreciation is 
based on the simple but irrefutable fact that 
all assets are limited in their lives, and that 
they must eventually be retired from use. 
The causes of that retirement, although im- 
portant in the computation of depreciation 
debits and credits, in no way modify this 
fundamental principle. Thus, the account- 
ing problem is to recover in some equitable 
manner during the service life of an asset, the 
total cost incurred in making it available for 
use. In view of this principle, then, it is 
easy to see why the NARUC Committee 
chose to speak of depreciation as loss of 
service life, and to devise ways and means of 
discovering that life and the allocation of costs 
of assets to the several accounting periods 
over which the estimated life would extend. 

As I have set forth in my text on Public 
Utility Economics, (pp. 326,7) depreciation is 
but a name for one type of cost of doing 
business. To claim that these costs are 
difficult to allocate to the several accounting 
periods involved is no excuse for ignoring 
their fundamental nature. 

If public utility ventures had lives of speci- 
fied periods, no one would doubt that during 
that period rates would be fixed so as to re- 
cover not less than the sum of the costs of 
doing business, including the cost of all capital 
goods (less salvage) dedicated to the enterprise. 
In short, assets in a balance sheet are but 
prior payments of costs to be recovered in 
subsequent accounting periods, and the ac- 
counting process is but the orderly method 
of absorbing in each accounting period a 
proper portion of such cost. The fact that 
the typical public utility enterprise of today 
looks as if it would last forever in no way 
vitiates this conclusion. The installed cost 
of a generator estimated to have a twenty- 
year life is but the sum of twenty years of 
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operating costs that are properly chargeable 
against those customers served by it during 
years. The fact that we may be uncertain as 
to its estimated life does not set aside this 
principle, even though it may complicate our 
computations. Furthermore, the fact that 
we Can’t agree on a single method of recovery 
—some prefer straight-line, others prefer the 
compound interest method, while still others 
prefer sinking fund—in no ways denies the 
basic fact that the entire installed cost of each 
and every asset should. be charged against 
those who are served by those assets, and the 
full sum recovered prior to their respective 
retirement dates. I happen to go along with 
the NARUC Committee on Depreciation in 
choosing straight-line, but I also concede the 
propriety of the use of other methods, provided, 
they are based on the above premises. Of 
course, Nash would reply that I am un- 
realistic, that I could not if I tried, get accu- 
rate estimates of service lives, that straight- 
. line builds up excessive reserves, that I am 
guilty of substituting “the slide rule and 
comptometer . . . for individual regulatory 
attention and judgment.” (Shades of the 
ghosts of Smyth v. Ames and Justice Butler in 
the first Indianapolis water case, both of 
which were presumably laid to rest by the 
Pipeline and Hope cases!) Yet Mr. Nash does 
great damage to his own position when he 
accepts service life as a factor, where avail- 
able. Actually, then, as we get more and more 
experience, he may be forced logically to the 
acceptance of straight-line. 

Finally, one argument used by the oppo- 
nents of all scientific methods of depreciation 
such as those advocated by the NARUC 
Committee is to charge that they accumulate 
unnecessarily large reserves. Nash, for ex- 
ample, says (p. 197): ‘‘Excessive reserves, 
such as the straight-line method has com- 
monly yielded, involve an unnecessary ele- 
ment of cost characterized in the Lindheimer 
case as ‘capital contribution’.” Earlier, he 
speaks of the “‘added cost reflected in the 
higher rates which customers must pay as a 
result of the use straight line based on shortest 
probable asset life.” 

There is nothing whatever in the straight- 
line method whereby excessive reserves must 
be accumulated. Therefore, only two pos- 
sible explanations can be offered for such 
excesses as may be found. One is error in 
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estimates of service life and the other is cu- 
pidity of management or stupidity of regu- 
lation. If it be the first, obvious corrections 
can be made as better data become available. 
If it be the second, I fail to see why manage- 
ment has a complaint. The fact is that the 
older theory of depreciation (such as the re- 
tirement reserve method used by electrical 
utilities before they were forced to abandon 
it), had it been possible to carry it to its logi- 
cal conclusions under the now prevailing 
valuation cases, would have resulted in rates 
covering something less than total cost be- 
cause it would have understated both depre- 
ciation expense and the depreciation reserve. 
Consequently, the straight-line method, 
other things being equal, would require higher 
rates than any of the substitute methods 
because it proposes to recoup all of the 
depreciation expense. Assuming Nash to 
be correct, it scarcely is for him as an advo- 
cate of the private companies to prefer 
one rate level over another. That is the 
province of the commissions and the public. 
But why push this point further? Is it not 
a bit anomalous for private companies to be 
so solicitous of the rate payer? Is it not, 
historically, a sharp reversal of form? 

Years of study of this problem have forced 
me to the conclusion that much of the furore 
over the depreciation problem has been 
caused consciously or unconsciously by the 
desire to defend understated reserves, and to 
justify high annual charges of depreciation in 
combination with ridiculously low reserve de- 
ductions in rate cases. The fallacies of this 
position have become so patent that not even 
the courts can be longer hoodwinked. Thus, 
I am sure that Nash will win no converts, and 
especially am I sure that his plea, for an un- 
depreciated rate base coupled with a reserve 
for depreciation sweetened with interest 
credits at a rate of approximately half of the 
usual fair rate of return, will find few sup- 
porters. If I am wrong and his position 
should gain new supporters, then those of us 
who have believed in the general philosophy 
of private ownership subject to effective regu- 
lation may find our position so undermined 
that we will have no choice but to espouse 
out-and-out public ownership. 


C. Woopy THOMPSON 


University of Iowa 
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Addendum: On Russia’s Mineral Resources 


AVING lived and worked in the Soviet 

Union for seven years I was greatly 
interested in Mr. Walter H. Voskuil’s article 
on “Postwar Russia and her Mineral De- 
posits” in the May issue of the Journal. Mr. 
Voskuil has presented an excellent overall 
picture of an important and _ generally- 
neglected subject. ‘There are, however, some 
minor points which require clarification. 


(1) Mr. Voskuil states (p. 199): “Steel 


production fell from a prewar (1913) level 
of 5% of world output to a low of 2% in the 
years following the war. ‘The recovery since 
1929 has been rapid and... is now ap- 
proximately 20% of world output.” Actu- 
ally, the development has been more compli- 
cated. In 1921 steel production had fallen to 
the infinitesimal figure of 200,000 tons— 
much less than 2% of world output. Al- 
ready recovery has been rapid from 1922 on, 
resulting in reestablishment of the prewar 
level of 4 million tons annually by 1929. 
Since then, mainly since 1933, new facilities 
have expanded the capacity to 22 million tons 
in 1941. However, 60% of this capacity has 
been destroyed by the invading enemy armies 
and has been only partly replaced by com- 
pletion of new plants in the East and restora- 
tion of destroyed facilities in the West. 
While the exact level of present production 
has not been published, it probably does 
not exceed 15 million tons annually—con- 
siderably less than 20% of world output. It 
is scheduled to reach 25 millions in 1950. 

(2) While the statement that “the Soviet 
economy ... turns eastward rather than 
westward” (p. 199) is generally correct, it 
does not follow that “‘the cold, sandy, infertile 
areas of the Polish frontier will be forsaken 
for the semi-arid, mechanized farm areas of 
the western slopes of the Urals” or that the 


Russian mechanic seeks employment only in 
the cities of the Urals. Most areas of the 
formerly Polish West Ukraine are far more 
fertile than the slopes of the Urals, and all are 
much warmer; and there is an acute and 
continuing demand for mechanics in Moscow 
and Leningrad, Kharkov and Riga as well 
as in the East. The fourth Five-Year-Plan 
provides for considerable expansion of both 
industry and agriculture in the West as well 
as in the East, though the relative weight of 
the latter will continue to increase. In this 
respect, as in many others, the development 
of Russia parallels our own, gradually ex- 
panding across a continent from the Atlantic 
to the Pacific. 
(3) Mr. Voskuil writes (p. 203): “The 
Ural zone... stretches on the west to 
. the Kama river and to Stalingrad .. . 
eastward . . . to Stalinsk.” In Russian lit- 
erature I have always found these areas 
treated as separate zones, as seems fully 
warranted by their characteristic differences 
from the Urals. The first is usually defined 


as the Volga (“‘pri-Volski”) area, the second 


as West Siberia. 

(4) In mentioning the demands made by 
the Soviet Union on Finland in 1939 the 
author includes (p. 212): “‘. . . bases on the 
Oeland Islands.” Neither in 1939 nor later 
was such demand made. To the contrary, 
the Soviet Union offered to cancel the treaty 
which forbade Finland to fortify these islands. 

Let me repeat that, in my opinion, these 
mistakes do not detract from the value of 
Mr. Voskuil’s article and of the Journal’s 
service in publishing it. 


Hans BLUMENFELD 


Philadelphia. 





New Curricula for the Education of Planners 


Columbia University announces for the 
winter of 1947, four new courses as a fore- 
runner to an integrated, university-wide 
teaching and research program in urban and 
regional planning. Three of these new 
courses are being given in the evening in the 
Planning and Housing Division through the 
School of General Studies. The fourth, a 
late afternoon course, is offered through the 


Department of Public Law and Government. 
One is a lecture course, given by Hugh R. 
Pomeroy and called, “Planning and Housing 
Legislation and Administration.” It will be 
a critical analysis of planning and housing 
legislation, agencies and procedures, includ- 
ing administrative organization at all levels 
of government. A second course, to be 
offered in the evening during the Spring 
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session, will be a “Planning and Housing 
Round Table.” Here outstanding authori- 
ties will be invited to discuss current and im- 
portant issues and problems in the field of 
housing, planning and urban development. 
A “Seminar in Urban Planning Research” 
will provide opportunity for both individual 
and collaborative investigation related to the 
development of urban regions. Frederick P. 
Clark will direct this seminar. The fourth 
course, entitled ““Urban Planning,” given by 
John D. Millett, will be a survey of the major 
problems confronting urban administration 
today, especially urban expenditures, land- 
use, housing, health and welfare activities. 

University of North Carolina established its 
Department of City and Regional Planning in 
1946 in order to provide a center of education 
and research in city and regional planning 
in the southeast. The planner is looked 
upon as one who must have an understand- 
ing of the general relationships involved in 
the planning process, an understanding of 
the theory and practice of design, skill in 
identifying the need for professional person- 
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nel in specialized fields such as design, engi- 
neering, law, public administration, and 
socio-economic analysis, and a capacity for 
working cooperatively with persons specializ- 
ing in these fields. In recent years, with the 
development of the planning profession, 
planners and educators have seen that a 
planning curriculum should cut across tradi- 
tional educational boundaries and_ utilize 
the resources of many departments in the 
university. In order to bring this about at 
the University of North Carolina cooperative 
relationships have been established with 
those departments whose disciplines are 
most concerned with the several phases of 
regional planning. Departments whose fac- 
ulty members collaborate with the Depart- 
ment of City and Regional Planning by 
offering courses or by serving as consultants 
on planning problems include: the Depart- 
ments of Economics, Mathematics, Political 
Science, and Sociology, the School of Public 
Health, the Institute of Government, and the 
Institute for Research in Social Science. 





Public Utility Financing in the Third Quarter of 1947 


PUBLIC utility security offerings totaled 
$743 millions during the third quarter 

of 1947. Table I shows the public utility 
long-term issues sold publicly. The largest 
publicly-sold issue was the New York Tele- 
phone Company’s 234% refunding mortgage 
bonds amounting to $125,000,000 and sold at 
103 to yield 2.62%. Other large issues were 
floated by the Duquesne Light Company 
($75,000,000), Detroit Edison Company 
($60,000,000), and Tennessee Gas Trans- 
mission Company ($40,000,000). The New 
York Telephone Company’s issue also had 
the lowest offering yield and a net cost to 
the company of 2.67%. The weighted 
average offering yield of publicly-sold long- 
term bond issues in the third quarter was 
2.74% and the average is based on 15 issues 
totaling $418 million in principal amount. 
Table II shows the public utility long-term 
debt issues sold privately in the third quarter 
of 1947. The largest issue is the United Gas 
Corporation’s 234% first mortgage and 
collateral trust bonds amounting to $116,- 
500,000 and sold at par to yield to 2.75%. 


There were 18 privately-sold issues totaling 
$224,402,800 and the average offering yield 
was 2.76%. 

The preferred stock issues floated in the 
third quarter of 1947 are shown in Table III. 
The total amount issued was $66,409,900 and 
there were 11 issues in all, the largest being 
the $16,000,000 Public Service of Colorado 
414% preferred (par value $100) sold in July 
at 100 to yield 4.25%. Other large issues 
were floated by Florida Power and Light Co., 
General Telephone Corporation, and Tennes- 
see Gas Transmission Company. The aver- 
age yield of the 11 issues was 4.25%. 

There were 7 common stock issues in the 
third quarter of 1947 and these are shown in 
Table IV. The Consolidated Natural Gas 
Company $15 par common issue totaled 
$19,520,512 and was offered at $37.50 to 
stockholders through subscription rights and 
represented over half of the total amount 
issued. 

Two serial offerings in the third quarter of 
1947 are listed below. It will be noted that 
both issues were placed privately and that the 





0 ow 8h oP Ne Ne 


REPORTS AND COMMENTS 


TasBLeE I—SumMMARY AND ANALysIS OF PuBLic Utitrry Lonc-TERm Dest Issuzs OFFERED PuB- 
LiCLy, THIRD QuaRTER, 1947 








Company and Issue 


(A) 


Cou- 
Rate 


@) 


Principal 
Amount 


(C) 


Ma- 


turity 
Date 


(D) 


€) 


Offer- 
Yield 


(G) 


Cost 
to 
Com- 

pan 





Arkansas Power and Light Com 
oie pany 
Florida amy Soo 


Towa-Illinot 
First | 
Jefferson T: 
First | 





be 
be First M 
Detroit Ed 
First Mc 





% 
2% 


$ 
11,000,000 
10,000,000 
10,000,000 
22,000,000 
20,000 
2,500,000 
125,000,000 
26,900,000 
25,000,000 
60,000,000 
75,000,000 
125,000 
3,500,000 
7,000,000 
40,000,000 





1977 
1972 
1977 
1977 
1962 
1977 
1982 
1977 
1977 
1982 
1977 
1971 
1977 
1977 


July 
July 
July 
July 
July 
July 
July 
July 





September 
September 
September 
September 
‘September 
September 


% 
2.78 
3.19 
2.88 
2.68 
3.08 
2.83 


% 
.791 
.810 
.709 
.621 

a a 

a a 
448 | 102.552 
1.096 | 101.814 
.330 | 101.670 
.547 | 100.578 
.459 | 100.840 

a a 

a a 
.451 | 101.549 
1.125 | 101.125 








100.336 

99.590 

101.391 

99.915 
a 








TcTaL CR WEIGHTED AVERAGE. ... 




















418,045,000 











.599b |101.489b} .613b 








a Information not available. 


b Exclusive of issues for which information is not available. 
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Tal 
TasLe I]—SuMMARY AND ANALysIS OF PusLic Utitiry Lonc-TERM Dest Issuzs OFFERED Cali 
PRIVATELY, THIRD QUARTER, 1947 Coa 
Company and Issue Coupon Principal Maturity | Monthof | Offering | Offering Coa 
(A) Rate Amount Date Offering Price Yield 
(B) (C) (D) (E) (F) (G) Mis: 
; : % $ % % Pub 
Central Illinois Electric & Gas Company 
First Mortgage. .................005 2% 2,500 ,000 1977 July a a Pote 
Colorado Central Power Company ; 
Firat Mortqage........02.0.csses00% 2% 200 ,000 ‘a July a a Cali 
Dedham (Mass.) Water. Company { 
First Mortgage................00005 3 150 ,000 1972 July * 100.00 3.00 Flor 
Gulf Public Service Company 
Sinking-Fund Debenture, Series A... 35% 2,200 ,000 1972 July 102.00 3.40 Gen 
Hartford Electric Light Company 
35-Year Debentures................ 25% 12,000 ,000 1982 July 100.5 2.60 Mor 
Northern Pennsylvania Power Company 
First Mortgage...............00000: 2% 600 ,000 1975 July 100.00 2.75 Ten 
Otter Tail Power Company ‘ 
Firat DAOrtgame.........0..00sese000- 234 3 ,000 ,000 1977 July 100.00 2.75 = 
Pennsylvania Power and Light Company . 
First Mortgage.................008- 2% 20 ,000 ,000 1977 July 100.50 2.72 on 
Public Service Company of Colorado 
Convertible Debentures (b).......... 3 6 ,481 ,100 1962 July 100.00 3.00 
Convertible Debentures............. 3 518 ,900 1962 July a a 
Public Service Company of New Mexico =a 
Firat MOPtwage.....0265 ss scccssccess 2% 6 ,800 ,000 1977 July 100.625 2.85 
Southwestern Electric Service Company 
25 Year Bonds. .......6000cccesccces 3% 2,250 ,000 1977 July a a — 
American and Foreign Power Co., Inc. 
Sinking-Fund Debentures........... 3% 35 ,000 ,000 1968 August a a Cinc 
Dedham Water Company Con: 
First Mortgage................s000- 3 150 ,000 1972 August 100.00 3.00 Flor 
Iowa Electric Light and Power Company Cans 
First Mortgage, Series D............ 2% 3 ,000 ,000 1977 August 100.00 2.88 La ( 
Northwestern Public Service Company Seui 
First Mortgage.................000: 3 1 ,000 ,000 1973 August a a San 
Public Service Company of Indiana, Inc. Bes io 
15-Year Convertible Debentures (b) 2% 9 ,939 ,800 1962 August 100.00 2.75 
15-Year Convertible Debentures .... 2% 1,138 ,000 1962 August a a oo 
Sierra Pacific Power Company 
First Mortgage..................0.. 2% 975 ,000 1967 August 101.00 2.80 
United Gas Corporation 
1st Mort. & Collateral Trust Bonds . 2% 116 ,500 ,000 1967 August 100.00 2.75 det: 
Tora oR WEIGHTED AVERAGE.......|.......... oF Ts Us | eee | |S eg 2.76c $ 
a Information not available. 
his portion of issue sold to stockholders. 
ec Exclusive of issues for which information is not available. $ 
T 
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ANALysIs OF PusBLic UtTiLiry PREFERRED Stock Issues OFrFreRED 


























oe Principal Month of Offering Offering 
Company and Issue Dividend Amount Offering Price Yield 
% $ $ % 

California Electric Power Company 

(Baie O50) oo.sd cccctee Wek. 2.50 3 ,000 ,000 july 52.00 4.81 
Coast Counties Gas & Electric Co. 

CI. yao oe oe Sek debe nes 4.00 1,625 ,000 July 26.00 3.85 
Coast Counties Gas & Electric Co 

(eS °) ee ae 4.00 1 ,875 ,000 July 26.00 3.85 
Mississippi Power Company 

(Par $100)... aes 4.60 2,009 ,900 July 104.00 4.42 
Public Service Co. ‘of Colorado 

(| 0) 4.25 16 ,000 ,000 July 100.00 4.25 
Potomac Electric Power Company 

(Par $50)... eens 3.60 7 ,000 ,000 August 51.75 3.48 
California-Pacific Utilities Co. 

Ca iain scndcictccésacecss 5.00 900 ,000 September 20.50 4.88 
Florida Power and Light Co. 

(Par $100). . tf ee 4.50 10 ,000 ,000 September 100.00 4.50 
General Telephone ‘Corporation 

[ic | RE rere aera 4.40 10 ,000 ,000 September 50.00 * 4.40 
Monongahela Power Company’ ‘ 

(Par $100). : 2 . 4.80 4,000 ,000 September 104.25 4.60 
Tennessee Gas Tranemission Co 

Ee ais Siac viene cc cs caves 4.25 10 ,000 ,000 September 103.00 4.137 

Tota oR WEIGHTED AVERAGE | kbar’ sletanns | (GARR + foi elessie ccs eee | 4.25 





Tasie IV—Pustic Utitiry Common Stock OFFERED Durinc THIRD QuaRTER, 1947 























Principal! Month of Offering 
Company Amount Offering Price 
(A) (B) (C) (D) 
$ $ 
Cincinnati and Suburban Bell Telephone Company—(Par $50).. .. 5 ,006 ,900 July 50.00 
Consolidated Natural Gas Company—(Par $15) 2................ 19 ,520 ,512 July 37.50 
Florida Power Corporation—(Par $7.50).................00005- 1,417 ,078 July 14.00 
Consolidated Natural Gas Company—(Par $15)... .............. 1,155 ,750 August 46.00 
La Crosse Telephone Corporation—(Par $10)................... 128 ,316 August 12.00 
South Atlantic Gas Company—(Par $5.00) ....... ee eet aa Sesigis 190 ,400 September 8.50 
San Diego Gas and Electric Company—(Par $10.00)............. 4,350 ,000 September 14.50 
| ON AER AE ae a a ee MIR YTS = Se eee Oe is 





1 Calculated at offering pri 
2 Offered to stockholders al subscription rights. 


details of price and offering yield are lacking. 


$268,000 Burlington Transportation 
Co., 344% promissory notes, 
due in 80 quarterly instal- 
ments. Placed privately. 

$2,800,000 Central and South West 


Corp., 3% unsecured serial 
notes due semi-annually, 
Jan. 1, 1954-Jan. 1, 1959. 
Placed privately. 
The volume of offerings of public utility 
bonds in the first three quarters of 1947 is 


running ahead of offerings in the same period 
in 1946. The volume of preferred stock 
offerings, however, is not quite as great as in 
the first three quarters of 1946 but is larger 
than during the war period, 1939 to 1945. 


R. G. DUDLEY 
Statistician 
Public Service Commission of Wisconsin 
W. H. Evans 
Rate Analyst, - 
Public Service Commission of Wisconsin 
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The Analysis of Social Change, Based on Ob- 
servations in Central Africa. By Godfrey 
and Monica Wilson. Cambridge Uni- 
versity Press, 1945. pp. 177. $2.25. 


Primitive societies have been the proving 
ground for more than one sociological theory. 
But rarely has the scope of the endeavor been 
as broad as that attempted by Mr. and Mrs. 
Wilson. The authors start with the hypo- 
thesis ‘‘that the total degree of dependence 
upon others is the same in all socie- 
ties.” (page 40). This somewhat dubious 
proposition soon mushrooms into a series of 
corollaries involving many current sociologi- 
cal concepts. Social structure, social circu- 
lation, community, scale, equilibrium, im- 
personality are a few of the topics included. 
From these mental exercises emerges the 
tentative conclusion “that our present dis- 
equilibrium is due to the outrunning in the 
scale of the religious by the material elements 
of society.” (page 173) Empirical evidence 
supporting this conclusion was drawn from 
the authors’ experience in Central Africa. 

Fortunately the book contains a really 
penetrating account of the activities, organi- 
zations and values of the groups living in 
Nyasaland, Northern Rhodesia and part of 
Tanganyika. Readers may also enjoy the 
process by which the Wilsons construct a 
system of social theory. Scattered through- 
out the book are such thought-provoking 
statements as “‘as societies increase in scale 
the relative influence of the material environ- 
ment diminishes for the control of it increases” 
(page 43); “social structure is the systematic 
form of limitation by which eccentricities are 
checked and complementary diversities are 
preserved: it is the inherent, negative condi- 
tion of human relations” (page 47); “‘in- 
crease of scale then, though necessarily in- 
volving greater centralization, produces not 
less but more freedom in personal relations, 
not less but more local autonomy” (page 114). 


Wa_tTER C. McKann, Jr. 


Bureau of Agricultural Economics 


ay 


Elements of Soil Conservation. By Hugh 
Hammond Bennett. New York: Mc- 
Graw-Hill Book Company, Inc., 1947. 
pp. 406. $6.50. 


This book, according to the author, 
“undertakes to brief for the student the more 
important aspects of the serious problem of 
soil wastage and methods of soil conserva- 
tion.” Of the 22 chapters covering 375 
pages, seven deal with the causes, extent, 
rate and effects of soil erosion; seven with 
control measures suitable for crop and pas- 
ture lands and for streambanks; and six 
discuss important related phases of land 
management such as water spreading in 
semiarid regions, drainage, irrigation, small 
dams for water storage, and the planting of 
windbreaks and the care and maintenance of 
forests and wildlife. The remaining two 
chapters describe the federal programs for 
soil conservation and farm planning. 

Elements of Soil Conservation is general and 
non-technical in character. It is a_ brief, 
well-illustrated review of a subject which in- 
volves many sciences and interrelated factors, 
and it should therefore attract the general 
reader, beginning students in soil and crop 
sciences, and anyone seeking a broad ac- 
quaintance with principles and _ practices. 
The chapters on control measures, are nota- 
bly simple, clear and informative. These 
chapters, however, do not provide specific 
recommendations for particular soils or local 
conditions. ‘Elements” is not a condensa- 
tion of H. H. Bennett’s Soil Conservation but 
rather a summary of the “how and why” of 
soil conservation practices. 

Unfortunately, the author has carried into 
the present book some of the attitudes of a 
protagonist for the particular agency he heads 
and for its methods. On page 157 he says: 
‘Soil conservation is the youngest of the major 
agricultural sciences.” Actually, however, it 
is not young in certain countries where the 
soil has been maintained in a productive state 
for centuries. Further, soil conservation is a 
technology rather than a science since it 
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‘“sonsists of safeguarding all kinds of useful 
‘aad” and “is a matter of using land effici- 
évitly under a farming system that safeguards 
it from erosion” (pages 128 and 127, respec- 
tively). The practices used are derived from 
various pure and applied science such as 
physics, engineering, botany, agronomy, soil 
science, horticulture, and many others. The 
majority of these practices have been recog- 
nized as valuable and have been recom- 
mended widely by specialists in the various 
fields concerned. The contribution made by 
the U. S. Soil Conservation Service is that it 
attempts to weave them together into a 
coordinated plan for the land on each indi- 
vidual farm, by giving advisory service to 
each individual farm and farmer. The 
coordinator of accumulated information and 
recommendations cannot claim, however, to 
have established a new and major science, 
nor can he take credit for all the benefits 
obtained by the utilization of improved 
practices developed by others but incor- 
porated by him into the farm plan (page 3). 

In general, the national or federal program 
is over-emphasized and alternative programs 
and approaches developed locally are under- 
emphasized. However, the informed reader 
will be astonished to find that one federal 
agency, the Bureau of Plant industry, Soils, 
and Agricultural Engineering, is described 
in seven lines without using the word “soils” 
and without mentioning its splendid re- 
searches in soil chemistry, physics, and class- 
ification, irrigation, dry land farming, and 
fertilizer manufacture and use. 


R. J. MuckeNnHIRN 


University of Wisconsin 


ay 


American Planning. Past—Present—Future. By 
Cleveland Rodgers. New York: Harper 
& Brothers, 1947. pp. 290. $3.00. 


The past, present and future of American 
planning is a sizable bite for even the most 
competent author to chew off. Fortunately, 
Cleveland Rodgers who has considerable ex- 
perience both in planning,* and as a writer 
and newspaper man, reveals he can digest as 
well as chew this mouthful. Books about 
America are in vogue and though American 
Planning doesn’t attempt the scope of Gun- 
ther’s Inside USA or the analysis of Brogan’s 
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The American Character, it belongs on the same 
shelf. 

Mr. Rodgers’ earlier book (New York Plans 
Sor the Future) now seems like a pilot study for 
this current, broadened review of planning. 
In many ways American Planning is reminiscent 
of the Werner Hegeman volumes on city 
planning and housing and Lewis Lorwin’s 
recent Jime for Planning. It has elements of 
the historical and sociological perspective of 
the former, the crisp relating of political econ- 
omy to planning, of the latter. 

In a book about planning written during 
wartime the device of letting a young, 
questioning aviator speak for the author has 
point: “In a plane one never knows, or cares, 
where states begin and end... We see 
farms, villages and cities, but states are in- 
visible.” To a flier “. . . our economic 
system seems at least as complex as a B-29, 
yet it is supposed to, operate without co- 
ordinated controls.” The lessons of the air 
age are indeed double-edged with the posi- 
tive, creative implications as yet scarcely 
tapped. 

The descriptive chapters about America 
are provocative and a flying cockpit provides 
a superb vantage for relating the natural, 
environment to that fashioned by man. 
This is what I like to call the Patrick Geddes 
‘Outlook Tower approach,” a unique combi- 
nation of a real and historical survey, broad 
in perspective, rich in detail. There is too 
little of this approach, unfortunately, and 
had the entire book been on this order, the 
total result would have been happier. For 
in the other chapters, especially on considera- 
tion of planning, the contribution is far less. 

Commissioner Rodgers is a strong pro- 
tagonist of all types of planning (the overall 
or totalitarian excepted). He hammers away 
that planning always has been with us, that it 
is democratic, necessary. To him “. . . 
national planning is eminently respectable, 
thoroughly American and patriotic. It is 
entirely compatible with democracy, with the 
federal, representative form of government, 
and with our economic and business systems. 
It is, in fact, an essential part of our way of 
life.” 

The sections on the evolution of planning, 
though not as imaginative as the physical 
descriptions of the United States are far 
better than the political-economic philoso- 


*Mr. Rogers has been a member of New York City’s 
Planning Commission since its inception. 
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phizing. His profiles of Washington and 
Jefferson as planners are informative and 
charming. “Washington was a master 
planner before he became a master builder 
and founder of the nation.” He feels that 
the first president’s early training as a 
surveyor and agriculturalist gave him an 
insight for his later work which no other 
science or occupation then open could have 
achieved; and that it was Washington’s 
interest in land planning and transportation 
which led to a meeting at Mt. Vernon to 
consider the Potomac Canal Project, out of 
which grew the fateful Annapolis meeting. 
Jefferson’s “planning for liberty began with 
the land” and although his approach differed 
from Washington’s, he too showed stature as 
a national planner as well as a president. 
The conclusion that “. . . in many impor- 
tant respects they [our founding fathers] were 
collectivists but they were not socialists or com- 
munists” epitomizes Rodgers’ own position. 

Positive statements which don’t beat about 
the bush are more often welcome than not 
but there is a fine line between candor and 
dogma. I would question these unqualified 
comments: “It should be apparent that, 
while they are related, administration and 


se 


planning are different. functions”: 
rational planning, from the days of George 
Washington to the present, has been frus- 
trated in large measure by failure to solve the 
problem of the Negro in the United States’’:! 
‘*. . . most national planning, like aviation, 


is merely applied mathematics. The social 
sciences are based on factual material quite 
as reliable as that underlying much so-called 
exact science.” This type of thinking and 
theorizing vitiates the many attractive feat- 
ures of the monograph. 

However, even if he does go off on a high 
gallop at some points he has also the virtue of 
reshuffling certain valuable ideas which have 
had too little light. Josiah Royce on “com- 
munity and insurance” and Willard Gibbs on 
thermodynamics may come in for some 
needed re-evaluation, thanks to Mr. Rodgers. 


The author’s hypothetical airman muses: 
“Tt is curious how Whitman sticks with us; 
we can’t leave him on the ground as we do 
most of our favorite poets and writers.” 
Rodgers, in addition to his planning and 
journalistic activities, is the author of The 
Life and Work of Whitman, 1846-48. Possibly 
he had these lines of the poet especially in 
mind: 
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“O days of the future I believe in you—I 
isolate myself for your sake, 

O America because you build for mankind 
I build for you, 

O well-beloved stone-cutters, I lead them 
who plan with decision and science, 

Lead the present with friendly hand toward 


the future.” 


Soil and Steel. By P. Alston Waring and 
Clinton S. Golden. New York: Harper 
& Brothers, 1947. pp. 233. $3.00. 


An “intellectual” engaged in farming and 
an officer of the United Steel Workers brought 
to the writing of this book shoulder-rubbing 
intimacy with farmers and industrial workers. 
Profoundly disturbed by the evidences of 
mistrust and misunderstanding between these 
two major groups of citizens, the authors 
undertook to analyze the causes, psychologi- 
cal, historical and institutional, of the cleav- 
ages and to point out the areas of cooperation 
open to farmers and wage earners. 

The central problem raised by the book 
goes even deeper: “How can a democratic 
society get along if it is split up into self- 
interested groups?” Can Big Business, Big 
Agriculture and Big Labor be depended upon 
to strike some kind of balance, or Big Govern- 
ment regulate them successfully? Their an- 
swer is that such cleavages pave the way for 
fascism .and undermine democracy, and that 
the way out is to be found in the subordi- 
nation of group interests to the public welfare 
and an effective intergroup cooperation to 
find solutions for our social problems. 

It is a vigorous, stimulating book with sub- 
tantial factual material. 


Don D. LEscoHIER 


Rita Davipson 
New York City 


University of Wisconsin 


The Farmer in the Second World War. By 
Walter W. Wilcox. Ames: Iowa State 
College Press, 1947. pp. 410. $4.00. 


This is a good history of agricultural 
events leading up to the second world war, 
the war period itself, and its immediate 
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aftermath. Perhaps a more correct, although 
less catchy title, would have been ‘“‘Agri- 
culture in the Second World War,” because 
the book deals with the agricultural industry 
as a whole rather than with the performance 
and experience of farmers as individuals. 


Of the 23 chapters in the book, 4 are con- 
cerned with orientation, that is, with the 
economic position of agriculture at the out- 
break of the war, the public institutions serv- 
ing agriculture, and the reaction of agri- 
cultural agencies to the early war impacts. 
Three chapters deal with the production 
aspects of agriculture and two with market- 
ing and management of the food supply. 
One chapter is concerned with the effects of 
the war on soil and forest resources and an- 
other with the use of manpower on farms. 
Seven chapters discuss price policies as they 
relate to specific problems and as a general 
appraisal. One chapter is concerned with 
world agriculture and trade developments; 
another with agriculture in relation to in- 
dustry. Concluding chapters deal with the 
_ changing role of the Department of Agricul- 
ture, the growth and influence of farm organ- 
izations, and finally, with a consideration of 


farmers and farm problems at the end of 


World Wars I and II. The closing note is 
that the key problems of farmers have not 
yet been solved. 

The general conclusions to be drawn from 
this book appear to be that the production 
record in agriculture was good, but that the 
distribution record was not quite so good, 
especially with respect to the management of 
food. Following is a quotation from the first 
paragraph of chapter 16 which deals with 
management of the food supply: ‘Facts 
show that the record of agricultural produc- 
tion during the war is far brighter than the 
record of food utilization. Why did we 
succeed so well in shifting and increasing 
agricultural production—and succeed in 
making food available to our allies during 
the war—yet in the first postwar year almost 
fail in making food an important factor in 
writing the peace?” 

There were plenty of troubles along the 
way, in both production and distribution of 
food. Perhaps the central core of the diffi- 
culty was this: No nation can fight a modern 
war without controls and restrictions. And 
restrictions in a democracy are resented un- 
less people understand the reasons and the 
need for them. a he author asks the question 
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as to whether the better record in food pro- 
duction was due to more experience in, and 
better management of production progams. 
Perhaps it was also due to the fact that farmers 
understand production problems better than 
the general public understood need for public 
participation in management of food supply. 

In retrospect, many aspects of the war- 
time food program can be criticized. But 
frequently a different line of action would 
have required added restrictions, and it seems 
doubtful whether additional restrictions 
would have had the full support of public 
opinion. Perhaps they could have had this 
support if information concerning reasons and 
needs had been more effective. 


The author brings out very well the fact 
that, at the beginning of the war, farmers 
and agricultural workers, as well as the 
general public, were conditioned by the 
surplus psychology of the interwar years. 
This conditioning influenced the attitude of 
Department agencies, Land Grant Colleges, 
and farmers themselves toward the early 
impacts of the war. Farmers and most agri- 
cultural workers were not easily convinced 
that the need for all-out production was real. 
When that need became fully apparent to 
those who were acquainted with wartime 


‘food needs and with agricultural production 


capacity, it was not yet apparent to some 
who participated in decisions concerning 
limitations on the manufacture of farm ma- 
chinery and other production supplies. A 
somewhat larger allocation of materials for 
farm machinery and some other materials at 
the early stages of the war would have in- 
creased food production. At the same time 
more manpower could have been released for 
war industry. 

In the early part of the war period there 
were two extreme schools of thought with 
respect to agriculture. One was that we 
could have “‘both guns and butter,” and the 
other that we had to choose the guns and live 
on “bread and gravy.” Events proved both 
extremes to be wrong, but the United States 
came much closer to having both guns and 
butter than to living on bread and gravy. 
The author points out that civilians in this 
country had the happy experience of in- 
creasing their average level of food con- 
sumption during the war at the same time 
that food was provided both for the military 
services and for our allies. But part of the 
higher consumption came at the expense of 
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food reserves that later proved to be badly 
needed to meet the famine needs that were 
part of the first aftermath of war. 

The real costs of war should be reckoned in 
terms of losses in manpower and physical re- 
sources. The chapter on manpower brings 
out the relatively larger draft deferments in 
agriculture than in other employment groups. 
Farm population, of course, decreased a great 
deal in the war years and this caused labor 
shortages, especially in areas where it was 
not feasible to shift to labor-saving methods. 
But in terms of postwar income prospects, a 
shift of manpower away from farms is proba- 
bly a gain to those who remain in agriculture, 
and a social gain as well, if a high level of 
employment can be maintained in this 
country. Losses in land and other physical 
resources are difficult to measure: The 
author quotes from a report by George W. 
Collier of the Soil Conservation Service, 
which estimates that annual soil losses in- 
creased 3 percent for the nation as whole. 
Perhaps more damage has been done since 
the war ended by plowing up lands unsuited 
for crop production to grow wheat in the 
Great Plains and other areas. But for a 
nation at war, the cost, in terms of irreparable 
damage to soil resources, has not been large, 


A few minor details deserve some com- 
ment. The increase in use of fertilizer is 
measured in tonnage of materials rather than 
in plant nutrients. The conclusion, therefore, 
is that use of fertilizer increased by one-half 
between 1939 and 1944-45, whereas, if 
measured in terms of total plant nutrients, 
the increase would be about three-fourths. 
Considerable stress is laid on the extra carry- 
over of feed grains at the beginning of the 
war and its contribution to the increase in 
livestock production. The larger stocks of 
feed grains alone accounted for about 10 
to 12 percent of the increase from 1941 to 
1945. The greater imports of feed grains 
and wheat and the larger quantities of wheat 
diverted to feed were more important than 
the extra carry-over, but altogether the in- 
creased stocks, feed imports, and domestic 
wheat fed apparently accounted for less than 
40 percent of the increased production of 
milk, hogs, and poultry. The statement as 
to the effect of dairy feed payments (pay 159) 
seems inconclusive in view of the downward 
trend in milk production before the payments 
were instituted, and the opinion of most 
specialists who are familiar with the dairy 








industry that there would have been a large 
drop in production of milk during 1944 if 
feed payments had not been instituted. 

On page 185 the acreage of peanuts picked 
and threshed in 1942 is compared with the 
goals, but it is not emphasized that the 
goals represented a 215-percent increase 
in acreage and that that acreage in 1942 
was 80 percent larger than in 1941, which 
was an outstanding achievement. 

In the discussion of price supports on fruits 
and vegetables, the suggestion is made that 
they should have been established in a way 
that would have provided lower support 
prices if average yields were higher. In this 
connection, it should be recognized that fre- 
quently yields are very high in one area, 
whereas another and perhaps smaller pro- 
ducing area may have lower-than-average 


yields. 
SHERMAN E. JOHNSON 


Bureau of Agricultural Economics, 


Washington, D. C. 


The Future of Housing. By Charles Abrams. 
New York: Harper and Brothers, 1946. 
pp. xix + 428. $5.00. 


Layman and expert alike will find in this 
book an authoritive, comprehensive, and up- 
to-date treatment of the plight and prospects 
for American housing. Written by a fore- 
most authority in the field of housing, and 
bearing every evidence of painstaking re- 
search backed up by rich personal experience 
and observation, The Future of Housing must 
be ranked as a definitive treatise in its field. 

Nearly one half of the book is an elabora- 
tion of the proposition that: “The housing 
issue will be understood only when viewed 
against the background of America’s social 
climate and economic patterns” (p. 3). The 
housing problem, it is shown, is but sympto- 
matic of a fundamental and pervasive path- 
ology that runs through real estate entre- 
preneuring, the building industry, the mort- 
gage system, the tax structure, labor organiza- 
tion, and indeed the very norms and ideals of 
home ownership. 

While technological rationalization and 
large-scale organization have proceeded 
apace in other fields of endeavor, building 
and real estate have remaiged a *Lilliputian 
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system of enterprising in what is a Gargan- 
tuan undertaking” (p. 80). The author 
demonstrates the inefficiencies (amounting 
to as much as 53% of cost, p. 149) which 
attend the archaic handicraft methods of 
construction, and the chaotic, irresponsible, 
and small-scale entrepreneurial system which 
characterizes the home building function. 
More seriously yet, this system is apparently 
quite incapable of meeting the housing needs 
of people with purchasing power, let alone 
the lower one-third that is “‘ill fed, ill clothed, 
and ill-housed.” Between the two world 
wars the industry averaged 485,000 new 
nonfarm homes every year (p. 69). The 
National Housing Agency estimates that an 
average of 1,260,000 new housing units each 
year will be necessary to meet the country’s 
immediate requirements (p. 67). Abrams 
sees no possibility that private building can 
measure up to this. 

The workings and effects of the mortgage 
system receive particularly thorough treat- 
ment. Exorbitant interest charges, the defi- 


ciency judgment practice, and the illusory 
security which the so-called home owner 
derives from his equity, all combine to vitiate 


the meaning of home ownership. 

In his approach to a solution Abrams re- 
views such earlier programs as limited divi- 
dend housing, cooperative housing, and in- 
vestment housing, finding none of them 
really adequate to the magnitude of present- 
day requirements. Nor does the author see 
in prefabrication, general wage increases, or 
building cost reductions any substantial 
alleviation of the problem. Only a frank 
recognition of the necessity for government- 
ally subsidized housing can pave the way to a 
solution of the housing problem. 

The latter half of the book consists of a 
thorough and critical survey of the various 
governmental housing programs: FHA, 
HOLC, PWA, USHA, and the war housing 
agencies. PWA, and above all, USHA demon- 
strated clearly the feasibility of clearing slums 
and rehousing low-income families decently 
and economically. FHA, HOLC, and PWA 
are criticized, respectively, for merely but- 
tressing the existent mortgage system, unduly 
ballyhooing home ownership, and overly 
centralizing the planning and control of 
housing projects in disregard of local needs 
and responsibilities. USHA receives more 
sympathetic treatment, as having fairly well 
combined: (1) federal subsidy and federal 
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approval of sites, plans, rentals, etc., with 
(2) local financing and local responsibility 
and discretion. 

The last four chapters of the book set forth 
and develop ten broad aims of a housing 
program (p. 357 et seqg.). They should be 
studied by every person who is interested in 
a program that will adequately house the 
American population. As developed by 
Abrams they are feasible, realistic, and quite 
“within the traditional framework of our 
economic and political patterns” (p. xix). 

The book is unquestionably an imperative 
for any person who wishes to be informed 
and enlightened about the housing problem. 


WALTER FIREY 


University of Texas 


ay 
Economic Freedom for the West. By Wendell E. 
Berge. Lincoln: University of Nebraska, 
1947. pp. 149 


Wendell E. Berge has presented a compre- 
hensive survey of the problems, potentialities, 
opportunities, and benefits of the develop- 
ment of western economy. He describes 
vividly the opportunity for the develop- 
ment of the mineral, power, and irrigation 
resources of the West, and their importance 
to the nation. The fifteen western states 
are described as a great area of undeveloped 
resources. Previous to World War II the 
development of these resources was retarded 
by monopolies, including U. S. and world 
cartels, discriminatory freight rates, and the 
lack of needed capital. He states that the 
West was caught in economic pinchers of 
monopoly groups, prohibitive freight rates, 
and the exclusion of western products from 
U. S. and world markets by monopoly and 
cartel agreements. During the war, when 
many of the barriers to western trade were 
broken down and there was a great need for 
both raw and manufactured materials, the 
attention of the vast resources of the West was 
really forced upon the people and upon the 
federal government. ‘To produce, process, 
and manufacture western resources, the gov- 
ernment and private agencies spent more 
than three billion dollars in the development 
of mines, roads, processing and manufactur- 
ing plants. The United States Government 
let twenty-nine billion dollars of war con- 
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tracts to plants located in the west. The 
goods and supplies contracted for included 
ships, airplanes, food, mineral and chemical 
products, ammunition, and a large number 
of miscellaneous items. 

The large war development in the West 
provided the first opportunity for this area to 
develop industrially to a point which indi- 
cates the feasibility of greater future develop- 
ment. According to the author, before the 
war the bulk of the steel consumed in the 
western states was shipped several thousand 
miles by rail and water. The high cost of 
steel delivered to the West made it difficult, 
in many cases impossible, for western in- 
dustry to compete with other areas with a 
more favorable supply and price of steel. 

The long haul of steel and other similar 
supplies was continued for a long period of 
time in face of an adequate supply of iron 
ores and coking coal. During the war the 
United States needed steel on the West Coast 
but could not be supplied by eastern mills, 
nor could the country afford the transporta- 
tion needed to transport steel from the East 
to the West. As a result of this situation, 
with government support a large steel plant 
was built at Geneva, Utah, and another one 
at Fontana, California. Berge describes 
specifically how these two steel plants are in 
a position to supply the western states with 
the steel needed at lower costs and that they 
will play an important part in the economic 
freedom for the West unless, through dis- 
criminatory freight rates and monopoly 
interference, these two plants are not per- 
mitted to operate. 

Berge is of the opinion that the immense 
anount of industrial development during the 
war period served to demonstrate the feasi- 
bility and the importance of the industrial 
development for the West. He is, however, 
of the opinion that this development of 
economic freedom for the West is dependent 
largely upon whether or not we will maintain 
free enterprise and prohibit through the Sher- 
man Anti-Trust Laws the monopoly control. 

It is the opinion of the author that the 
future economic development of the West is 
dependent largely upon federal protection 
from monopoly control, the support of the 
federal government for development of the 
resources of the West, and the federal assist- 
ance and guidance provided in reconverting 
the defense plants over to post-war produc- 
tion for civilian use. 
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In reading this book one is impressed that 
the author has somewhat over emphasized 
the economic independence and freedom of 
the West resulting from the industrial de- 
velopment during the war period and the 
part enforcement of the Sherman Anti-Trust 
Laws will play in the economic development 
of the West. Also no mention is made of the 
great problem‘the West now faces through 
the government control of many of the vast 
resources located in the West. The great 
population centers of the East naturally 
partly control the government’s policy rela- 
tive to the development of the resources of the 
West and the support given to private enter- 
prises. 

Although the government’s policy will 
play an important part in the economic de- 
velopment of the West there are many eco- 
nomic factors not mentioned by Mr. Berge 
which have a direct bearing on the West and 
its development. 


4 W. P. THomas 
Utah Staté Agricultural College 
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Land Use in Boston. By Walter Firey. Cam- 
bridge: Harvard University Press, 1947. 
pp. 355. $5.00. 


The title of this book is deceptive. Profes- 
sor Firey is really reappraising some of the 
current theories of urban ecology by studying 
phases of Boston’s urban land problems. 
His chief thesis is that cultural values and 
social systems are the crucial elements in ex- 
plaining both the framework and the actual 
patterns of land use. Previous descriptive 
and “‘rationalistic” theories, such as those of 
Burgess, Hoyt, McKenzie, and Weber are 
castigated not merely for neglecting such 
considerations but for failing to make them 
the central core of their analysis. 

The novelty of this presentation lies not in 
the idea itself, but the emphasis and ingenu- 
ity of its application. Professor Firey believes 
that the concentric and sector theories imply 
an inevitableness of and a direction by eco- 
nomic forces not supported by the facts, 
plausible though the hypotheses may seem 
cartographically. Different types of land use 
in Boston are analyzed to check these views. 
In the development of Boston, significant 
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deviations from the prevailing theories are 
discovered both in the character and the in- 
ternal aspectsof the spatial patterns. Firey ap- 
parently believes that similar variations hold 
for other cities as well. He then examines 
the fashionable Beacon Hill and Back Bay 
residential quarters as well as some famous 
historical sections in Boston and is impressed 
at the unusual strength that sentiment and 
prestige can sometimes muster in resisting 
and screening economic pressures which 
normally would change the character of the 
areas. 

There are patterns of land use, Professor 
Firey grants, such as the retail shopping 
center that more sensitively reflect the compe- 
tition of uses. But even here, he submits, a 
sociological approach is essential for a deeper 
understanding of its “contractualistic’” and 
historical contingent character. When Firey 
analyzes the ethnic ghetto in the North End 
and a rooming house district in the South 
End, he finds again that the peculiar spatial 
patterns are stamped by the specific cultural 
and kinship relations in these sub-social 
systems. He concludes his analysis, therefore, 
by suggesting that only a cultural approach 
to ecology seems to offer any hope of a more 
systematic and embracing basis for general- 
ization in this domain. ; 

Firey’s thesis is significant because it is the 
first major effort to apply theoretical socio- 
logical concepts to land use analysis. Previ- 
ous efforts were derivatives of marginal utility 
analysis in economics, abstract, deductive 
models or purely descriptive studies. Firey 
forgets, however, that in searching for an ex- 
planation of economic forces, economists can 
for many purposes legitimately take for 
granted non-economic data and variables. 
Criticism is justified only when the limitations 
of the analysis are overlooked. Sociologists 
like Firey approaching similar problems with 
new variables will likewise assume much 
about the economic mechanism, especially 
when the latter is viewed as an instrumen- 
tality for achieving the ends of a social system. 
There is no necessary contradiction in the 
two approaches: in fact, the results of these 
and other lines of inquiry ought eventually 
to be incorporated in a broader and richer 
conceptual system. 


Professor Firey errs, therefore, when he 
seeks to buttress his position by treating his 
predecessors like scapegoats, not to mention 
distorting their views. There are already 
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links between the sociological and economic 
approaches. Developments in welfare eco- 
nomics distinguishing social and individual 
costs may find significant applications here. 
Another unexplored frontier is the influence 
of planning programs in deflecting economic 
forces inimical to the development of socially 
desirable but low or non-revenue producing 
land uses. On the other hand, Professor 
Firey’s concepts still require fashioning into 
useful tools, as is evidenced by the obvious 
practical truisms advanced at the end of his 
volume. These proposals,, as the author 
himself hints, may not be necessary conse- 
quences of his principle of proportionality 
(borrowed from the economists). A socio- 
logical methodology is indeed important, but 
if theory is to lead us to new practical in- 
sights, a more precise, detailed and rigorous 
analytical apparatus is needed than is yet 
available. 


LLoyp Ropwin 


Massachusetts Institute of Technology 
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Dust Storms, 1850-1900. By James C. Malin. 
Special Reprint from Kansas Historical 
Quarterly, of three articles appearing 
in the May, August, and November 1946 
issues. 


This collection of reprints from the Kansas 
Historical Quarterly forms a small book. 
The articles illustrate the strength and some 
of the weaknesses of the historian’s approach 
to contemporary problems. 

The articles are excellent in provision of 
historical perspective. Recent events often 
impress us as unique when in fact they are 
not. Dust storms were encountered in 
eastern Kansas before 1860; some of them 
apparently severe. As settlement progressed 
westward across Kansas in the ensuing 
decades, more and more reports of dust 
storms, particularly from the central and 
western parts of the state, were received. At 
first these were chiefly newspaper stories and 
editorials. Later, official weather records 
were. available. But for many years the 
records were incomplete and lacked standard- 
ization. The evidence is clear that blowing 
soil is an old phenomenon on the Great Plains, 
even under the “natural” conditions preva- 
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lent before white men plowed the sod. The 
influence of man, particularly by use of fire, 
was not unimportant earlier. The articles 
contain a wealth of descriptive material, 
year by year, with accounts from various 
parts of the state. 

A weakness of the historian’s approach, 
exemplified in these articles, is its essentially 
non-quantitative character. Were the early 
day dust storms equal in severity to those of 
the 1930’s? The author clearly thinks they 
were, and that the intense popular interest in 
the latter was out of proportion to their actual 
importance. Most conservationists and soil 
specialists would not accept his conclusions 
on this point. The historical record as cited 
in these articles, in spite of its wealth of nara- 
tive detail, is insufficient evidence for a posi- 
tive conclusion on this crucial question. He 
concludes that ‘‘the damage incident to agri- 
cultural operations should and can be mini- 
mized by careful soil management.” Most 
people would agree with this conclusion but 
many would differ with his emphasis upon 
the ‘‘naturalness’” of severe dust storms. 
Admittedly accurate quantitative records 
have been available only in fairly recent 
times. Perhaps historians of the future will 
be able to use them in more precise analyses. 


Marion CLAWSON 


U.S. Bureau of Agricultural Economics 
San Francisco, California 


LU 


IK 


The Soil and Health, A Study of Organic 
Agriculture. By Sir Albert Howard. 
New York: The Devin-Adair Co., 1947. 
pp. 320. $4.00. 


The author has a stated threefold purpose 
for his book; namely, first, to emphasize the 
importance of solar energy and the vegetable 
kingdom in human affairs; secondly, to re- 
cord his own observations and reflections— 
accumulated over 47 years—on the occur- 
rence and prevention of disease; and, third, 
to establish the thesis that most of the disease 
can be traced to an impoverished soil. 

Early in the professional career of Sir 
Howard—-while at his post in India—he 
gained his first real evidence “that the foun- 
dations of all good cultivation lie not so much 
in the plant as in the soil itself: there is so 
intimate a connection between the state of 


soil, i. e., its fertility, and the growth and 
health of the plant as to outweigh every other 
factor.” His work with Indian crops, es- 
pecially wheat, afforded such basis of evi- 
dence to him. 

“The first place in post-war plans of re- 
construction must be given to soil fertility in 
every part of the world,” is a needed objec- 
tive, as viewed by Sir Howard. To this end 
he points out that the man in the street must 
do three things: (1) create examples of what 
a fertile soil can do, (2) insist that public 
tneals in which he is interested are composed 
of the fresh produce of the soil; and (3) vote 
to compel his various representatives—mu- 
nicipal, county, and parliamentary— to see 
to it that his country’s soil is made fertile and 
kept so, and that the public health system is 
based on fresh produce of land in good heart. 
Along these lines the author makes his con- 
clusion in a sentence packed to the fullest 
with real merit: ‘“The real Arsenal of Democ- 
racy is a fertile soil, the fresh produce of 
which is the birthright of the nation.” Even 
though some may differ with Sir Howard 
regarding the word ‘“‘fresh”—leave it out, 
and few could rightfully fail but to applaud 
so worthy a statement. 

The book is compiled principally in four 
major divisions: Part I. ‘““The Part Played 
by Soil Fertility in Agriculture,” Part II. 
‘Disease in Present-Day Farming and Gar- 
dening,” Part III. ““The Problem of Fertiliz- 
ing,” and Part IV. “Conclusions and Sug- 
gestions.” In these Sir Howard gives a 
vivid treatise on the balances created by 
Nature (stressing humus to the fullest) and 
proceeds to show, by tracing historical agri- 
culture down through (his selected) research 
records, what man has done in working the 
land without proper recognition and under- 
standing of Nature’s ways. 

He traces in some detail the farming sys- 
tems of England from the 13th century to 
date, and brings out his points regarding the 
benefits of humus to yields and leads up to 
and through what he considers the “two 
fatal mistakes” in British farming introduced 
in middle 19th century, namely, introduction 
and us of artificial fertilizers, and introduc- 
tion and dependency upon inportation of 
feeding stuffs for livestock. The profit mo- 
tive in farming, which followed and still 
exists, has, according to Sir Howard, caused 
a vicious cycle of ever increasing quantity of 
production per man with more and more dis- 
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ruption of nature’s balance—a shortsighted 
policy causing “banditry” on future gener- 
ations. Soil erosion and wastage has re- 
sulted. He says: “In this he [the farmer] 
has been the unwilling, but also the rather 
blind, pupil of an authority he has been 
taught to respect: the pundits of science have 
urged him to go forward and have made it 
a matter of boasting that they have done so.” 

The author condemns artificial fertilizers 
and points out that from Liebig to date 
blunders, for which experiment stations 
must be held responsible, have increased. 
His contention is that the problems of agri- 
culture are a vast biological complex and the 
usual sub-divisions of science into chemical, 
physical botanical and others (first, chiefly 
for teaching purposes, later for experiments) 
has been and is a serious mistake. 

The author’s contentions regarding soils 
(fertility) and disease—especially on health 
of livestock—appears to the reviewer to lack 
convincing proof. In fact, repeatedly ob- 
servations only for what appear to be isolated 
cases are cited. Some sections ramble with- 
out point, for example one on “Concentrates 
and Contagious Abortion” (dairy cattle) 
practically ignores the subject after the open- 
ing two paragraphs and praises roughages 
grown without “artificials” (chemical ferti- 
lizers) and condemns concentrates (oil cakes) 
as rations for the dairy animals. Incidently, 
the midwest American agriculturist may 
judge it to be a good piece in support of what 
he may recognize as relating to grassland 
farming. 

In a very short chapter on ‘““The Nature of 
Disease,” Sir Howard concludes that “the 
heart of the subject (disease) must reside in 
the proteins,” His basis is almost entirely on 

‘a premise of Mr. J. E. R. McDonagh, wherein 
the premise is expounded that every body is a 
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condensation product of activity, every body 
pulsates, protein in sap of plants and blood of 
animals in such a body, the matrix of struc- 
tures of plants and of the organs and tissues of 
animals, if soil does not give needed nourish- 
ment to plants, the protein over-expands, 
and this leads to a portion of the protein 
being broken off which piece is a virus. In 
animals and man, it is held, this same princi- 
ple leads to invasion activity of micro- 
organisms resident in the intestinal tract. 
Thus, the rise to disease. His solution, of 
course, is proper humus i1 the soil—man’s 
way of effecting climate—imperfectly synthe- 
sized protein replaced by normal protein. 

The author of The Soil and Health fails en- 
tirely to satisfy even the most elementary 
questions that may be offered along the lines: 
What about the economics of farming with 
and without artificial fertilizers? Not all 
farms by any manner of means are either 
large enough or so situated relative to climate 
or comparative opportunity of enterprises 
that they may have livestock to provide com- 
post manure supplies. Likewise, grass and 
other humus-building vegetation in sufficient 
quantity, and continuously on the same area 
for numbers of years, can hardly be expected 
to be the only or most practical solution to 
needs for fertility maintenance in the econ- 
omy of this period over vast portions of many 
farming areas. 

Without answers to the economic respects, 
Sir Howard’s principle themes must be taken 
as only ideais, or possibilities mainly where 
all the factors of production are equally free 
and the profit motive in farming is entirely 
suppressed or absent. 


MELVILLE H. CoHEE 


Soil Conservation Service 
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